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President Jimmy Carter
American Society of Newspaper Edltors
Tuesday, April 11, 1978

During the last fifteen months good progress
has been made in sustaining growth and creating jobs.
Four-and-a-half million more people are at work today
than fifteen months ago. The unemployment rate has
fallen by nearly twenty-five percent. Average household
ipcome, after adjustment for both taxes and inflation,
is 5 percent higher now than a year ago. Businesé
profits in the second half of 1977 were 15 percent
higher than one year before, and during that time the
iﬁflation rate was held to a reasonable and predictable

level.

But too many Americans -- particularly young

people and members of minority groups -- are still



Qiéhoﬁt‘iobs; f am determined to sustain our economy's
progress towardAhigh-employment and rising real income,
“with both existing programs and with new, caréfully
targeted incentives to encourage privéte.business to

hire the hard-core unemployed.

afﬂu*

Bart We haveﬁeconomic problems which cause us

continuing deep concern.

Our nation's economic health can be protected
only if we can cope with the two developments that now
threaten it most seriously -- the high level of oil

imports and the increasing rate of inflation.

These two problems both imperil our economic

recovery and threaten the strength of the dollar, ‘and

they must be controlled.




The steps that we will take are part of a wider
international effort by the major industrial nations
to promote world recovery in 1978. In this effort,
each country has a role to play -~ with the U.S.
maintaining its growth while attacking inflation and
limiting o0il imports, other countries achieving their
growth targets, and all countries avoiding protectionism
and providing greater aid to developing countries.

In the hope that this concerted approach will make a
large contribution to world recovery, I joined the

leéders of six other nations yesterday in announcing
that we will meet on July 16 and 17 in Bonn to press

ahead with our common efforts.

But the first requirement is effective action

within each nation.



The primary reason for our problems with the
balance of trade and the decreasing value of the
dollar is no mystery. Ten years ago we were paying
roughly $2 billion for imported oil. This year oil

imports will cost us more than $45 billion.

Our energy problems are no longer theoretical
or potential. They are an active threat to the

economic well-being of our people.

Of all the major countries in the world the
United STates is the only one without a national energy
policy, and because the Congress has not acted, other
nations have begun to doubt our will. Holders of
dollars throughqut the world have interpreted our
failure to act as a sign of economic weakness, and
these views have been directly translated into a

decreasing value of our currency.



The falling dollar in international monetary
markets makes inflation worse here at home. It raises
the price of goods we import, and this makes it easier
for domestic producers to raise their own prices as

well.

That is why we must have meaningful energy
legislation without further delay. Our security depends

on it, and our economy demands it. If Congress does not

act, then(gzgif present law)oil imports will have to be

limited by administrative action, which is not the

most desirable solution. One way or the other, oil

imports must be reduced.

Recently our healthy and sustained economic
growth has exceeded that of most other nations who are
our major trading partners, so we have been better

able to buy their goods than they have to buy ours.



-
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Our standard of living and our ability to grow
depend on the raw materials and goods we import from
other countries. Therefore, to prevent further

. A
serious trade imablances, we need to export more
agricultural products and other goods and services

to pay for our purchases abroad.

A Cabinet-level task force, chgired by the
Secretary of Commerce, will developiadditional measures
to promote exports, and will repért‘back to me within
60 days.

poed o

Teday I will discuss the steps we must take to
protect our national,economic growth and the jobs and
prosperity of our people from the threat of growing

inflation.




Conserving energqgy, increasing efficiency and
productivity,_eliminating waste, reducing oil imports
and expanding our exports will help to fight inflation;
but making that fight a success will require firm

government policies and full private cooperation.

The inflation we are suffering today began
many years ago and was aggravated in 1973 and 1974
by a quadrupling of OPEC.oil prices, widespread crop
shortages, Soviet grain purchases, substantial
devaluation of the dollar, and a worldwide industrial
boom that led to double digit inflation in the United
States and around the world. It now has become embedded
in the very tissue of our economy. It has resisted
the most severe recession in a generation. It persists
because all of us -- business and labor, farmers and

consumers --.are caught.on a treadmill that none can



stop alone. Each group tries to raise its income to
keep up with present and anticipated rising costs;

eventually we all lose the inflation battle together.

There are no easy answers. We will not solve
inflation by increasing unemployment. We will not
impose wage and price controls. We will work with

measures that avoid both extremes.

Our first and most direct efforts are within
goVernment itself. Where government contributes to
inflation, that contribution must be lessened; where
goverhment expenditures are too high, that spending
should;be reduced; where government imposes an
inflatiqnary burden on business, labor, and consumers,
those burdens should be lightgned; wherever government
can set an example of restraint and efficiency, it

must do so.



The budget I have proposed for the next fiscal
year is both tight and capable of meetind the nation's
most pressing needs.. The prospective deficit in that
budget is as large as we can afford without compromising
our hopes for balanced economic growth and a declining
inflation ratet As always, pressures are developing
on all sides to increase spending and enlarge that

deficit.

Potential outlay increases in the 1979 budget
which are.now being considered by Congressional
committees would add between $9 billion and $13 billion
to spending levels next year. The price of some of
these politically attractive programs would escalate
rapidly in futursgéars. I am especially concerned
about tuition tax credits, highway and urban transit
programs, postal serviée financing, farm legislation,

and defense spending.



By every means at my disposal, I will resist

those pressures and protect the integrity of the budget.

Indeed, as opportun%ies arise, we must work
to reduce the budget deficit, and to ensure that
beyond 1979 the deficit declines steadily and moves
‘us toward a balanced budget. I will work closely with
the Congress and, if necessary, will exercise my veto
authority to keep the 1979 budget deficit at or below

the limits I have proposed.

The Federal government must also act directly

to moderate inflation.

Two months ago I proposed that in each industry
and sector of the economy wage and price increases this:
year be voluntarily held significantly below the
average increase for the two preceding years -- an

important principle of deceleration.



I am determined to take the lead in breaking
the wage and price spiral by holding Federal pay
increases down. Last year, Federal white collar
salaries rose by more than seven percent. I intend
to propose a limit of about 5.5 percent this year,
thereby setting an example for labor and industry to
moderate price and wage increases. This year I will
also freeze the pay of all Executive appointees and
members of my senior staff. I believe that those who
are most privileged in our nation -- including
other executives in government and in private companies --

should set a similar example of restraint.

State and local governments employ every seventh
worker in our nation, and I have sent letters to
every Governor and to the Mayors of our larger cities

asking that they follow the Federal example and hold



down their pay increases. I have also asked that if
those governments plan to reduce taxes they first
consider lowering sales taxes, which add directly

to the consumer's burden.

The Federal government will take several other

steps to reduce inflation.

-- All Executive Branch agenciés will avoid or
reduce the purchase of goods or services whose prices
are rising rapidly, unless by so doing we would
seriously jeopardize our national security or create
serious unemployment. I am also asking that all new
or renegotiated Federal contracts which contain price
escalation clauses should reflect the principle of

deceleration.



-— We must cut the inflationary costs which
private industry bears as a result of government

regulations.

Last month I directed Executive regulatory
agencies under my control to minimize the adverse
economic consequences of their actions. I am determined
to eliminate unnecessary regulations and to ensure
that future regulations do not impose unnecessary
costs on the American economy. Our efforts to
reorganize the Federal bureaucracy and to streamline
the Civil Service will help us put the government's

house in order.

I support "sunset" legislation to ensure
that we review these regulatory programs every few
years, to eliminate or change those that have become

outdated.



I also urge Congréséiona%/committees to
report regularly to the Congress on the inflationary
effect of pending legislation, much as the Council
of Economic Advisors and the Council on Wage and

Price Stability now report to me.

-- The combined actions of my Administration
and the Civil Aeronautics Board have already led to
substantial cuts in spme airline passenger fares.
Despite the opposition of private interests, the
airline regulatory reform legislation must be enacted
this year. We are also re-examining excessive Federal
regulation of the trucking industry, an effort which
may result in increased efficiency whilevreducing freight

transportation costs and retail prices.




In addition, I am asking the independent
regulatory agencies to try to reduce inflation when
they review rate changes, and to explore regulatory
changes that can make the regulated industries more

efficient.

—- Last fall, major new legislation was passed
which will improve economic conditions for farm families,
and we‘hav?ﬁnnounced additional administrative action

to raise farm income this year.

Unfortunately, the Senate has just passed a

‘ 3
bill that would raise food prices by 26~ percent and

0.4
the overall cost-of-living by “3 percent, shatter
confidence in the crucial export markets for America's
farm products, and cripple American farm families

through increased costs. It is bad for farmers, bad

for consumers, and bad for our nation.



I will veto any farm legislation, beyond
what I have already recommended, that would lead to

higher food prices or budget expenditures.

-- Housing construction rates have been at a
high level and costs have risen rapidly, partly
because of sharp increases in the price of raw
materials such as lumber. Since lumber accounts for
one-fourth of the total cost of a new house, we can
obtain some relief by increasing production and using

5]
our existing lumber output more efficiently. Therefore,
I have instructed the Departments of Agriculture
and Interior, the Council on Environmental Quality,
and my economic advisors, to report to me within 30
days on the best ways to sustain expanded timber

harvests from Federal, State, and private lands, and

other means of increasing lumber yields in ways that
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would be environmentally acceptable, economically

efficient, and consistent with sound budget policy.

-- Daily hospital costs have jumped from $15
in 1950 to over $200 today, and physicians' fee§
have risen 75 percent faster than other consumer prices.
It is very important that Congress act now on the
proposed Hospital Cost Containment Bill as the most
effective step we can take toward reasonable hospital
prices. Failure of Congress to act on the Hospital
Cost Containment legislation will éost the taxpayer
more than $18 billion in needless government spending

over the next five years.

Together with the airline deregulation bill,
this is one of the two most important measures the

Congress can pass to protect the public interest.
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These measures have so far been delayed by the
opposition of powerful lobbying groﬁps. I will
continue to give this legislation my full support,

and I call on the leaders of Congress to do the same.

Such government actions as I have discussed
today can be important steps toward controlling inflation.
But it is a myth that the government itself can stop
inflation. Success\or failure in this overall effort
will largely be determined by the actions of the private

sector of the economy.

I expect industry and labor to keep price, wage
and salary increases significantly below the average
rate for the last two years. Those who set medical,

legal, and other professional fees, college tuition rates,



insurance premiums, and other service charges must

also join in. This will not be easy. But the example

of Federal action must be matched. Inflation cannot

be solved by placing the burden of fighting it only

on a few.

The Council on Wage and Price Stability

recently began a series of meetings with representatives

of business and of labor in major industries such as

steel, automobiles, aluminum, paper, railroads, food

processing, communications, lumber, and the postal

service. 1In consultation with the private parties

the Council will identify the rate at which prices,

wages, and other costs have been rising in recent

years, the outlook for the year ahead, and the steps

that can be taken to decelerate inflation.



Let me be blunt about this point. I am asking
American workers to follow the example of Federal
workers and accept a lower rate of wage increase.

In return, they have a right to expect a comparable
restraint in price increases for the goods and services
they buy. Our national interest simply cannot withstand
unreasonable increases in prices and wage$, It is my
responsibility to speak out firmly and_clearly when

the welfare of our people is at stake.

Members of my Administration have already
discussed this deceleration program with a number of
ﬁz@“? ;Mau
leaders of, business and industry. Th;}/have promised
their cooperation. Later I expect to meet with
business and labor leaders to discuss contributions

that they can make to help slow the rate of inflation.

One of the most important contributions they can make
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is to show that restraint applies to everyone --
not just the men and women on the assemblyline, but
also the managers in the executive suites. Just as
I will freeze the pay of the top executives in the
Federal government, the American people will expect
similar restraint from the leaders of American

business and labor.

I am determined to devote the power of my
office toward the objective of reduced inflation.
Our approach must be flexible enough to account for
the variations in our complex economy =-- but it must
be comprehensive enough to cover most of the

activities of our economy.

In the long run, we should develop special

programs to deal with sectors of the economy where



To ACCOPLISH OUR DECLERATION GOALS IN THE
PRIVATE SECTOR, [ AM ASKING MY SPEcIAL TRADE REPRESENTATIVE,
. ROBERT STRAUSS, TO TAKE ON ADDITIONAL DUTIES AS A
. SPECIAL COUNSELOR ON INFLATION, HE WILL WORK WITH
ME, WITH TREASURY SECRETARY BLUMENTHAL, MY CHIEF
FINANCIAL SPOKESMAN, WITH CHARLIE SCHULTZE, THE
CHAIRMAN OF THE CouNciL oN WAGE AND PRICE STABILITY
AND 1TS Executive DirecTor, BARRY BosworTH. HE wiLL
HAVE SPECIFIC AUTHORITY TO SPEAK FOR ME IN THE PUBLIC
INTEREST, AND WILL BE A MEMBER OF THE - COMMITTEE
of THE Economic PoLicy GROUP UNDER THE CHAJIRMANSHIP OF
SECRETARY BLUMENTHAL.

 Sleexs




government actions have the greatest potential for
reducing inflation. These include housing, medical
care, food, transportation, energy, and the primary
metals industries. The members of my Cabinet will
work individually and with the Council on Wage and
Price Stability to develop and to announce early action
to reduce inflation within their own areas of

responsibility.

Reducing the inflation rate will not be easy
and it will not come overnight. We must admit to
ourselves that we will never cope successfully with
challenge until we face some unpleaéant facts about

our problems, about the solutions, and about ourselves.

The problems of this generation are, in a way,

more difficult than those.of a generation before.



We face no sharply focused crisis or threat which
might make us forget our differences and rally to

the defense of the common good.

We ali.want something to be dqne about our
problems -- except when the solutions affect us.
We want to conserve energy, but not to change our
wasteful habits. We favor sacrifice, as long as
others go first. We want to abolish tax loopholes --
unless it's our loophole. We denounce special interests,

except for our own.

No Act of Congress, no program of our government,
no order of my own can bring out the quality that
we need: to change from the preoccupation with self
that can cripple our national wili, to a willingness

to acknowledge and to sacrifice for the common good.



As the nation prepared for the challenge of
war, Walter Lippman addressed these words to our nation

forty years ago:

"You took the good things for granted," he
said. "Now you must earn them again. It is written:
for every right that you cherish, you have a duty which
you must fulfill. For every hope that you entertain,
you have a task you must perform. For every good that
you wish could happen . . . you will have to sacrifice
your comfort and ease. There is nothing for nothing

any longer."

These words of admonition apply to us now.



President Jlmmy Cartpr
_ American Society of Newspaper. Edltors
Tucs;ax, April 11, 1978

;:ijsmjﬁf$rh }24*£MVSJL\
A/@hf o/asﬁgw\fl“f’/ Gl

+ %”@Mk .
A WT{”M« i fest ffdm

r.Durlng the last fifteen monthsAgood progress

[égs.heanamﬁ%ﬁin sustaining growth and creating jobs.
| Four—and—a-half‘millionkmbre people are at work today
- than fifteen months ago. The unemployment rate has

{W@«w&, /70 /Wb.,&ﬁé/ Wum G
fallen/by—aea;;y—twea%y-%tve percent. Averade household

income, after adjustment for both taxes and inflation,

is 5 percent higher now than a year ago. Business
 profits in the second half of 1977 were 15 percent

higher than one year before, and during that time the: .

inflation rate was held to a reasonable and predictable

level.

But too many Americans -- particularly young

people and members of minoritv groups -- are still



- without jebsn.rI.ambdetermined to sustain eur economy's
progress £OWard high employment-and rising.real,income,
with bofh existing programs.and with newr carefnily
taréeted incentives to*encouregevprivate.business to

hire the hard-core unemployed.

c-problems which cause us

conti g deep concern.

_Our:nationfs eeonomic'heelth>ean be protected
only if<we can cope‘with the two developments that now
threaten it most seriously.--~ the high level of oil

imports and the increasing rate of inflation.

- These two problems both imperilsour economic

recovery and threaten the.strength'ofvthe dollag‘ aﬁé.ZQZ{

L

they must be controlled.



The steps that we will take are part of a wider

. . . . .
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internaticnal effort by the major industrial nations

'“to'prqmote worlabregovgrf in 1?7§;“In tﬁis éffort,

each countf? has a role to play -- with the U.S.
maintaining its growth while attacking inflation and
limiting 0il imports, otber countries aéhieving their
growth fargets, and a11‘couhtries avoiding protectibnism
and providing Qreater aid to devgloping countries.

-In the ﬁbpe that this concertéd approach will make a

. ® '

large contribution to world recovery, I joined the
;eéders of_six'other nations yesterday in anhodncihg-

that we will meet on July 16 and 17 in.Bonn to préss

ahead with our common efforts.

But the first requirement is effective. action

within each nation.



The primary reason for our problems with the
“baiancétof‘tfédéudﬁa‘tée décf%ésind véiue=of the

dbllar is no mystery. Ten years ago we were paying
roughly $2 billion for imported oil. This year oil

imports will cost us more than $45 billion.

Our: energy problems are no longer theoretical
or potential. They are an active threat to the

economic well-being of our people.

| 0f all the major countries in the world the .
United STates is the onlonne without a national energy
péliéy, and because the Congress has not‘acted, other
nations have-bégun to doqbt our will. Holders of -
dollars throughout the world have interpreted our
failure:tb'act as a sian of economic weakness, and.

- tﬁese views have been directly>ﬁranslated into a

~decreasing value of our currency.



.The falling,dollar‘in'intefnationél ﬁoneﬁéry
markets-makgsvinflation worse here atihome: It raises
‘the price of goods wevimport, énd-this ﬁakés it eésierV 
for domestic produce;s to raise thei; owh priées_as

'That-isvwhy we must have meaningful energy
legislation without furthér delay. Our security depends
‘on 'it, and our economy demands it. If Congress.does not

act; then (under present law 0il imports will have to be

~limited by administrative action, which is not the

most desirable solution. One way or the'othert'oil:;

imports. must be reduced. -

_Reéently our healthy and sustained economic |
growth has exceeded that of most other nations who are :
our majbr trading partners, so we have been better

able to buy their gbods than they héve to buy Oufs.



Our standard of living and our ability to grow
depend on the raw materials and goods we .import from
other countries. Thereforé, to prevent further

. [ A :
serious trade imablances, we need to export more
agricultural products and other goods and services

to pay for our purchases abroad.

>H A Cabi#et}levei task-force, chaired_by>tﬁéi_‘]
.AS¢ére£éryfbf Cohﬁerée; ﬁill deyelép ;dditional'mgésuﬁesb
.tp_pfpmoteﬂéprrts;'and‘will.report back.to me#ﬁithi# 

Pedey 1 will discuss the steps we must.#ake to 
protect our‘national economic growth and the j§Bs‘énd' .
-prosperity of our people from the th;gat of growing

inflation.



Consgr?iﬁg energy,,ipc;easingsefficiency and
‘produétivity, éliminating waste, reduéinq oil imports
~and exéanding our.e$potts will help tovfight inflation;
_, b§£:%ék¥A§v££é£“fighéléwsuccess will requiré firm

'government policies and full private cooperation.

'The»inflation we are-suffg;ing today began
many years‘aéoAand waé aggravated in 1973 and 1974
by a quadruPlingfof OPEC oil_prices, widespread cfop
;qportages, Soviet grain=pur¢hases, substantial
' devalﬁatibn of thé doliar, énd a worldwide induéﬁria}
'bocm thaf led‘to‘doublevdigit}iﬁflation in the‘United
St;tesiand-around the world. It pow has becomé embedded
in the.veryAtissue_of our économy. It has resisted
the,most'severe,recessionvin-a generation. It persists

because all of us -- business and labor, farmers and

consumers -- are caught on a»tréadmill that none can



stop alone. Each group tries to raise its income to

keep up with present and anticipated rising costs;

eventually we all lose the inflation battle together.
B '2221( ane o Iy Zpsulins .

[Epera_&n}ﬁmreasy-anmﬁaﬁib We will not solve .

inflation by increasing unemployment. We will not

impose wage and price controls. We will work with

measures that avoid both extremes.

Our first and most direct efforts are within

L
government itself. Where government contributes to
inflation, that contribution must be lessened; where
dovernment expenditures are too high, that spending
o T |
{épnnld be reduced; where government imposes an
inflationary burden on business, labor, and consumers,
b | |
those burdens(%bou%dee lightened; wherever qovernment

can set an exaiple of restraint and efficiency, it

must do so.




i

'The-bddgét I have proposed for the next fiscal

7ear is both tight and capable of meeting the nation's

" most pressing needs. The prospective deficit in that

budget is as large as we can afford without compromising
our hopes for balanced economic growth and a declining'
inflation rate. As always, pressures are developing.

on all sides to increase spending and enlarge that

deficit.

/ZL;PAZQﬁbgé' Potential [outlay increases,in the 1979 budget

o

= —-

which are now being‘considéred by Congressional
éommittees would addéiiiiiizﬂtgk;illion amd—~$I3~biFlion
toZE?endingAlevelg]next year. The pricé'of some of
these politically attractivevprograms would escalate
rapidly in futﬁr%&ears. I am especially concerned
about tuition tax credits, highway and urban transit
proarams, peostal seorvice financing, farm leaislation,

and defense spending.’




. By evety means at my disposal, T will resist

those pressures and protect the integqrity of the budget.

AT R o e e e

‘ Ihdeéd, aé'Oppértuniiééwa%iéé;‘wévmuét work
to reduce thg-buaget deficit, and to ensure that
vbeyond 1979 tﬁe deficit declines steadily and moves
us'towarQ a balanced‘budget. I will work closely with
the Congress and, if neceSsary; will exercise my veto
authorit; to keep the 1979 budget deficit at or below

' the limits I have proposed.

The Federal government must also act directlyb

to moderate inflation.

?wo months ago I proposed that in each industry
'and sector of the economy wage and price increases £his
.year be Qeluntarily held significantly below the
avéraqe increase for the two preceding yvears --. an

dmportant principle of deceleration.



I amvdeterﬁined.to take the lead in breaking
the w;ge and price spniral by holdihg Federal pavy
~-increases down. Last year, Federal white collar
salaries r;sé'gyuﬁé%évﬁ£én ;;;en percent. I intend
ﬁéxpropoge a limit of about 5.5Vperceqt this year,
thereby setting»én exaﬁpie for labor and indusﬁry to .
__moderaté price and wage increases. This year I will
also freeze the pay of all Executive appointees and
'1 membeis of my sgnior'staff; ZI believe that those who
;re most privileged in.ou§ nation -- ihcluding

other executives in government and in private companies --

should set a similar example of restraint.

State and local governments employ every seventh
worker in our nation,,and I have sent letters to
every Governor and to the Mayors of our larger cities

‘asking that thevy feollow the Federal example and hold



- down their pay increasés. - I have also asked that if
" those governments plan to reduce'taxés théy first
consider lowering sales taxes, which add directly

"to . the consumer's burden.

The Federal government will take several other

steps to reduce inflation.

~- All Executive Branch-agenciés will avoid or
reduce the purchase of goods or services whose prices
;;;e rising rapidly, unless by so doing we would
sgriously jeopardize our national security or create
sefiouglunemploymeht, I‘ah also asking tbat all new
or renegotiated Federal conﬁracts which contain price

escalation clauses should reflect the principle of

deceleration.



- —- We must cut the inflationary costs which
private industry bears as a result of government

regulations.

pastAmoﬁth»I directedvExepufive regﬁiatéry_'

_ agencies under my  control to minimize'fﬁe adveﬁs¢f 

" economic consequenées of their a¢tioh§; I am'detéfminea
to eliﬁinate unnéces§ary regulétions aﬁd to ensure.
 that future regulations do not:impose unneéessary[
COstsvon‘the Americén:ecbnomy.v»Our'efforts to: 
reorgaﬁize'the Federal buréaucracyVandlfo sfreémlihe
vthe_Civil Sefvice will help us put tﬁe QOVerhment's

7house‘in,9rderQ

I support "sunset" legislation to ensure

that we review these regulatory progréms every few

- eliminatévor'change those that have become

 years \tp)

outdated.
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'Wd(;vf’ I

ahfbﬂ, I also urge Congressional,gommittees to
report regularly to the Congress on.the inflationary

" effect of pending legislation, much as the Council

of Economic Advisors and the Council on Wage and

Price Stability now report to me.

-- The combined actions of my Administration

and the Civil Aeronautics Board have already led to

substantial cuts in some airline passenger fares.

. Despite the opposition of private interests, the

airline regulatory reform legislation must be enacted
this year. We are also re-examining excessive Federal

regulatibn of the trucking industry, an'effort which

 may result in increased efficiency while reducing freight

transportation costs and retail prices.




© In addition, 1 am qsking'the independent

requlatory agencies to try to reduce inflation when

they review rate changes, and to explore regulatory

changes that can make the regulated industries more

efficient.

-- Last fall, major new legislation was passed

which will improve economic conditions for farm families,

and we‘hav%ﬁnnounced additional administrative‘aCtion

+to raise farm income this year.

Unfortunately, the Senate has just passed a

bill;that would raise food pricés by -8 percent and
| . 0. |
the overall cost-of-1living by.3- percent, shatter

confidence in the crucial export markets for America's

farm products, and cripple American farm families

through increascd costs. 1t is bad for farmers, bhad

for consumers, and bad for our nation.




I will veto any farm legislation, beyond
" what T haVé-already recommended; that would lead to

" higher food prices or budget expenditures.

- =-- Housing construction rates have been at a
high level and costs have risen rapidly; partly
bécaﬁse_of sharp increases in the pfice of raw
materialsvsuch as lumﬁer. Since lumber accounts fdr
one-fourth of the tota; cost Qf a new house, we can
. obtain some relief by increasing produétion and using
our existing lumber output more efficiently. Therefore,
I:have'instructed the Departments of Agriculture
andllnéerior, the Council on Environmental Quality,
and my economic advisors, to report to me Qithin 30
days on the best ways to sustain expanded timber
harvests from ngeral, State,.and private‘lands, and‘

other means of increasing lumber vields in ways that
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would be environmentally acceptable, economically

efficient, and consistent with sound budget policy.

..==-Daily hospital costs'haVe'jumped from $15
in 1950 to over SZOO tqday, and physicians' fees
- have risén 75 percent fasﬁer than other cdnsumer prices.
‘It is very important that Congress act now on the
proposéd”Hospital CosﬁAContainment Bill as the most
- effective step we can take toward reasonable hospital
Eprices. Failure of COngress to act on the Hospital
Cost Céntainment legislation will cost the taxpayer
mo?e than $18 billion in needless government spending

over the next five years.

Together with the airline deregulation bill,

this is one of the two most important measures the

Congrass can pass to s
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These measures have so far .been delayed by the

opposition of powerful lobbying groups. I will

_; continue to givéjthis iegiélatioﬁ my full support,

and'I call on the leaders of Congress to do the same.

~

Such government actions as I have discussed
tqday can be-import&nt steps toward.controllihg'inflation.
Put it is a myth that the government itself can stop
inflatibnf Success or failure in this overall effort.

will largely be determined by the actions of the private

sector of the economy.

‘I expect industry and labor to keep price, wage

and salary increases significantly below the average

rate for the last two years. Those who set medical,

1 [

legal, and other professional fecs, college tuition rates,



i

insuranéé}éréﬁidms, and other.service charges must.
also joip in. This will not be éasy. But the example
of Federal action must be matched..,Inflation cannot
 be solvéd by élacing the-burdéﬁ‘of fighting it dnly

on a few.

The Council on Wage ana Price Stability
recently began a se;ies of'meetings with representatives
of business and of labor in major industries such as
'§teel, automobiles, aluminuﬁ, paper, railroads, food
processing, communications, lﬁmber,Aand the posta;
service. In consultation with the private par£ies
tge Council will identify the rate.at which priceg,
wages, and other costs have been rising in recent
years, the outlook for the year ahead, and the steps

_ redae

that can be taken to(ffcalanate inflation.




‘Let me.be blunt about.this pbint.. I am asking
American worke;s'to follow the example'of‘Federal_
kworke;s and accept a 10wer‘rate of wagevinéréase.

In return, they have a right to expect a éombarable '
réStraint in price inéreaéés for the‘gbods and serviCes,
the§ buy. Our national interest simply cannqt yiﬁhstaﬁd
unreasonabie_increases in prices aﬁdlwages. It is my
résponsibility,to speak out firmly'andugléarly when 

the welfare of our peopleAis at stake.

Members of my Administration have already:

discussed this deceleration program with ajhumber of

[aber,

leaders of,business and industry. They have promiéed

4

their cooperation. Later I expect to meet with

‘business and labor leaders to discuss contributions
that they can make to help slow the rate of inflation.

‘One-of the most important contributidns.théy can make



is to show that restraint applies to everyone -
-not juSt.tﬁe'men and women on»the.assemblyiine,‘but
éis§>t§¢ ﬁanagers ip»Fhe éxécptive s@ites. Just’aS
I will freeze the pay of the top executives in the
Federal government, the American people will expect
similar restraint f?om the.leaders_of American

business and labor.

I‘aﬁ determined to devote the power of my
‘office toward the objectivevof reduced inflation.
Our approacﬁ must be flexible enough to account for
thg variatiohs in our complex economy -- but it must
beVCOmprehensive enough to cover most of‘the

activities of our economy.

In the lcorng run, we should -develop special

proyrams to deal with sectors of the economy where



. governm§nt‘acti6ns'have the'greate5£ potential for
réduéiﬁg inflation. These include housing, medical

- cére, food,»tfansportation, enerqgy, and the~priﬁary
metals induStries. The'memberS'of my‘Cabinet wili
work individﬁally.and with the Council on Wage and
?rice Stability}tq'de&elop apd to announce.early action
to feduce inflation within their own areas of

respon51b111ty

Mr#ﬂ‘c&w’

Reduc1ng the 1nflatlon rate will not be easy
.'vand~it will not come overnight. We must admit tq"
?urse1Ves that.we will never cope successfplly with
chéliéﬁgeuuntil we face some unpleasant’ facts about

our problems, about the solutions, and about ourselves.

"The problems of this generation are, in a way,

more difficult than those of a veneration before.
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COPY APPROVED BY THE PRESIDENT

f’Tb accomplish our decelerat on.goals in the private
sector, I ém askingvmy Sp cial-Trade.Representétive,
Robért Strauss, to take $n additional duties as my
Special Counselor on inflation. He will work=direétly-with
‘me, with Treasury Secrgtary Blumenthal;‘my chief
financial spokesman; ith Charlie SChdltz, the Chairman
of the Council on Wade and Price Sfability and its
Executive Director, 'arry‘Bosworth. Hé wi11 have spec-

-ific authority to speak for me in the public interest.




We face no éharply'focused'crisis or threat which
might make us forget our differences and rally to

the defense of the common good.

We éll want:something to be done about our
prqblems -- except wheh thevsoiutions-affect us.
We want tq ;onéervé.energy, but'not-tb change our
 wasteful habits. We“favor sacrifice, as long as
others go first. We wgntvtq_abolish tax loopholes --
unless it;s our‘;oophole. We denounce special interests,

except for our own.

'No Act of Congress, no program Qf our‘govgrnment,
no order of my own can bring out the quality that
we need:  to change frOm the preoccupation with self
that can cripple our national will, to a Qillingness

to acknowledge and to sacrifice for the corunon good.



As the nation prepared for the challenge of
war, Walter Lippman addressed these words to our nation

-forty years ago:

"You took the good things for granted," he
said;' "Now you must eérn them'again. It is ﬁritteﬁ:
for e&ery right that you cherish, you have.é-duty which 
you must fulfill. Fdr every hope.thétyyou-entertain,»
you have a task you must performL:_For every good tha£
;.you ﬁish could happen . . . you will have to sacrifice
- your comfort and éasé. There is-nothing.for’nothing

any longer."

These words of admonition apply to us now.
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. .« 7" THE WHITE HOUSE
' WASHINGTON \
8 FOR THE PRESIDENT AND MRS. CARTER /////

FROM GRETCHEN POSTON

DATE: 4 April 1978

SUBJECT: STATE VISIT OF THE PRESIDENT OF ROMANIA
12 April 1978 -

Pleése find attached the arrival and dinner
scenarios for the visit indicated above.




ARRIVAL
- 10:00 A.M.

©10:20 A.M.

lO 27 A.M.

lO 29AM

10:30 A.M.

11:00 A.M.

11:15 A.M.

ON THE OCCASION OF
THE VISIT OF
THE PRESIDENT OF ROMANIA
AND MRS. CEAUSESCU

Southwest Gate
Welcomlng and Official Parties arrive White House, South Iawn.

Official Party preceding President and‘ Mrs. Ceausescu arrives
White House, takes South Lawn positions.

The PRESIDENT and MRS. CARTER arrive Diplomatic Reception Room.

- The PRESIDENT and MRS. CARTER are announced, and enter grounds

to edge of carpet.

(Music - "Man of the Hour")

. The motoxcade carrylng President and Mrs. Ceausescu arrives -~

fanfare. Of flCla]. introductions. -

The PRINCIPALS pmceed onto platfoxm and into positions for
honors.

(Fomanian National Anthem)
" (U.S. National Anthem)
(21-gun Sal_ute)v

The PRESIDENT and President Ceausescu descent platform for
Inspection of Troops. Return to platform for remarks.

~ (A1l PRINCIPALS into new positions - see attached.)
(Translator onto platform and into position.)

Following remarks, PRINCIPALS return to positions facing south -
as Commander of Troops closes ceremony. Translator leaves
platform.

- All PR‘[NCIPALS descend- platform, ascend stairs to South Portico

Balcony for press photo session. Continue into Blue Room for
receiving line.

Coffee is served in Blue Room.

The PRESIDENT and President Ceausescu depart State floor for
Oval Office. .

MRS. CARTER departs State floor. Mrs. Ceausescu is escorted to
Blair House.



DINNER

7:00 P.M..

7:15 P.M.

7:20 P.M.

7:28 P.M.

7:31 P.M.

7:40 P.M.

- 7:45 P.M.

8:00 P.M.

-9:30 P.M,

9:50 P.M.

ON THE OCCASION OF ' é

. THE VISIT OF : _ ’
THE PRESIDENT OF ROMANIA '
AND MRS. CEAUSESCU : .

: : Northwest Gate
Southwest Gate

Dinner guests arrive Dlplomatlc Reception Room and are escorted
to East Foom. ‘

{Harpist in Diplomatic Reception Room.)
Official Romanian Party departs Blair House. '

Official Party arrives White House, proceeds to Red Room to await

President and Mrs. Ceausescu depart Blair House.

The PRESIDENT and MRS. CARIER depart living quarters for North
Portico.

(U.S.M.C. Orchestra in Main Hall.)
President and Mrs. Ceausescu are greeted by the PRESIDENT and

MRS. CARTER, pause for press photo sessmn, and proceed to
Yellow Oval Room.

Guests  (save Principals) depart Yellow Oval Room for East Room.

All PRINCIPALS arrive State floor via Grand Staircase, pause at
foot of stairs for press photo session, proceed directly to
East Room for receiving line. At end of receiving line, pro-

ceed to State Dining Room.

'Dinner is served. Toasts.

(Strolling Strings perform during dessert.)

After-dinner quests affive Diplomatic Entrance and proceed to
China Room and Library for refreshments.

(Harpist in Diplomatic Reception Room. )’ _
Dinner guests depart State Dining Room to Blue Room for' coffee.

After-dinner guests are escorted upstairs for receiving line in
cross hall, main floor. Proceed to East Room for seating.

All PRINCIPALS enter Fast Room and are seated for entertaifmrent.'

The PRESIDENT'S introductory remarks.
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Dinner Scenario - 12 April 1978

Page 2

10:30 P.M.

10:45 P.M.

Conclusion of'entertainnent. Artists are thanked.

President and Mrs. Ceausescu are escorted to North Portico for
departure '

' ffhe PRESIDENT and MRS. CARTER proceed to elevator for departure
to family guarters.

All guests depart Residence.
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, : G. Smith
4/10/78

Arrival Statement for State Visit of President Ceausescu
of Romania 4/12-13/78

It is a pleasure and an honor for me to welcome
President Ceausescu and his wife Elena to the United States.

His visit is an important step inﬁthe continuing
evolution of good relations between Romania and the United
States, which have expanded dramatically over the last
decade. Trade has grown substantially, our governments
consult more closely, and contacts between our peoples
have increased. We want this process to continue.

Romania has come to play an increasingly important
and constructive role in international affairs. It has
achieved friendly relations with countries of all sizes
and all ideological persuasions. It has sought to establish
as guiding principles national sovereignty, independence,
equality, non-interference, and mutual respect. We value
President Ceausescu's active contributions in world affairs,
and particularly respect his efforts to build bridges between
countries that have been locked into opposing and hostile
blocs. Although Romania and the United States have different
political systems and belong to different military alliances,
our goals, I believe, are similar: to build a more just
international economic and political system so that people

everywhere can live in peace and prosperity, with full



respect for their human rights and fundamental freedoms.

Because our perspectives are different, we will not
always agree. But by sharing our viewpoints we may arrive
at insights of value to both our countries.

I look forward to our meétings with the confidence
that they will mark another significaﬁt step in the growing
cooperation between the United States and Romania. Mrs.
Carter and I welcome you and Mrs. Ceausescu to Washington,

and we wish you both a pleasant and useful visit.



DINNER TOAST



G. Smith
4/10/78

Talking Points for State Dinner Toast for President
of Romania

i. Tonight'We are weléoming the leader of ‘a country which
plays an active, constructive, and courageous role in inter-
national affairs. Romania was the first Eastern European
.country visited by an American president after World War II.
Both of my predecessors as president have visited Romania,
and this is President Ceausescu'srfourth visit to the United

States.

2. Romania was the first Warsaw Pact country to seek ways

of ending the sharp divisions and confrontation in Europe

and to find ways in which both sides could cooperate. The

' Romanian leadership was an early exponent of the political
and economic benefits of detente. President Ceausescu himself
has,played;an'increasingly importaht role in this movement
toward cooperation, and our relations have expanded rapidly
since 1969. We have established a firm basis for them to

continue.

3. We respect Romania's advocacy of the belief that all | -
countries, regardless of their size or political system,
should be treated as sovereign, independent, and equal --
and that éhey should suffer no interference in their internal
affairs. The United States considers Romania's independencé,
sovereignty, and territorial integrity to be key-elements of

stability in Europe.
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4, I appreciate President Ceausescu's willingness to help
in securing lasting peace in- the Middle East, reducing
tensions in Europe, and creating friendlier relations between

all the countries of the world.

5. We now have at hand the‘best‘available way to heal the
military, economic, and humanitarian problems caused by

the division of Europe. This is, of course, the Final Act

‘of the Conference on Security and Cooperation in Europe, and
the process of cooperation which has occurred because of it.
The Final Act is an ambitious undertaking, but we believe that
all the participating states should cdmmit themselves to a
review of its implementation and a dialogue on all its aspects,
including the human rights provisions. I hope Romania will

continue to play a useful role in this dialogue.

6. TOAST: To a man of determination who has worked tirelessly
to enhance his country's independence; and to the Romanian
people, who have our best wishes for a happy, prosperous, and

dignifiéd future.
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SENATE PROPOSAL MADE TO CONFERENCE .COMMITTEE ON MARCH 22, 1978

I. _Duration of priceé controls

A. Price controls on the first sale of new natural
gas to continue through December 31, 1984. .

B. Price controls on the following. categoriés of
natural gas expire as of January 1, 1985:

(1} new natural gas; and

(2} narural gas qualifying for the special develompment
incentive price except such gas legally
required to be scold in interstate commerce on
April 20, 1977; and

(3) natural gas subject to an intrastate- contract
where the contract price is greater than
$1.00/mmBtu's on Deécember 31, 1984.

II. Standby price control authority

As The President or the Congress (by concurrent
resolution) would have authority to reimpose price
controls for a two-year period at any time after
June 30, 1985, if certain parameters are exceeded.
Price controls could only be reimposed once.

B. Both Houses Of Congress could pass a concurrent-
resalution to veto the President's Jecision to
reimpose price controls. {(Expedited procedure to
assure floor vote.)

‘The authority to reimpose controls wouid oceur if
FERC found that the weighted average first sale

price of héw ndtiral gas sold during the previous

12 months exceéds the ceiling price (on the last

day of the 12 months upon which the finding is

based) if price controls had been in effect. The
weighted average first .sale price shall not include
sales of those categories of high-cost gas deregu ated
upon date of enactment. (Section XXI.A.)

If price controls are reimposed, the new ceiling
price shall be no lower than the ceiling price
would have been had controls continued if effect
past December 31, 1984. Such ceiling price shall
be applicable to all sales after reimposition of
controls. (No retroactive rollback:)

APRIL. 12, 1978

HOUSE_PROPOSAL MADE TO_CONFERENCE COMMITTEE ON »fa}ncgr 22,..1978

I. buration of Price Controls

A. Price controls on the first sale of new hatural gas
to continue through June 30, 1985.

B. Price controls on the new natural gas category of natural
gds expirc as of July 1, 1985. .

1I. Standby Price Control Authority/Extension of Controls
A. DOE Study

On July 1, 1984, &nd Janvary 1, 1985, DOE shall
tmit to the President and the Congress a study of
natural gas prices, supplies, demand, and competitive
conditicns and fmarket forces in the industry. This
study shall include an evaluation whether supply/demand
balance exists in natural gas markets.

B. Extension of Controls
(1) Presidential Action

Witnin 120 days but not less than 90 days before the
date cf the cxpiration of controls, the President
may propose to extend the price controls.

The President’s cxtencion is effective unless cnc 1.
House of Congress disapproves the President's action 2.
within 60 days of its submission. This disapproyal

is effective as a veto of an extension of controls
unless, withir 30 days, the other House passes a - 3.
resolution objecting to the first Rouse's action -=

in which case the President's proposal to extend

controls is effective.

{2) Congressional Action

Within 90 days, but not less than 60 days hefore expira-
tion of controls, either House of Congress may propose
to extend controls by passing a resolution of the
Rouse: Controls are thereby extended unless, within

60 days of the aciidn by the first House, the

other Houre passés a resolution disapproving the
extension resolution —- in which case the extension

is not effec<tive.

{3) Any extension of controls is for a 2 year period.
There may be only 2 single extension of controls.

(4) The controls are cxtended by a ccontinuation of the 15% per
annum floiiing cap batween Suly 1, 1985 and Junc 30, 1987,

'UNRESOL

PAGE ONK

SCHLESINGER PROPOSED RESOLUTION:

I. A. Extend controls to April 30, 1985.
I. Decontrol on deregulation day:

New gas (except OCS new reservoir; See IV. infra)
Intrastate Rollovers over $1.00 .
Special Incentive price (Senate)

High Cost gas (See XII, infra)

SCHLESINGER PROPOSED RESOLUTION:
SCERLESINGER PROPOSED RESOLUTION:

Accept the Senate...decontrol mechanism, requirin

2 6 month period when controls are off vithq: r1§gt to
reimpose by the President or Congress through a
concurrent. resolution based on an FERC finding that
the Senate trend line has been exceseded. =
(Material amitted appears in other sections.)

Are the DOE studies required (House)?

If price controls are reimposed, shall they be no lower
than the trend line (Senate) or at the trend line (House)?

What shall be included in the calculation of the trigger?

VED ISSUES NOT SPECIFICALLY ADDRESSED IN SCHLESINGER PROPOSAL

SREESOLVED 1SSUBS NOT SPECIFICALLY ADDRESSED IN SCHLESINGER PROPOSAL
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. SENATE_PROPOSAL MADE TO CONFERENCE COMMITTER OF PATLE £, 27—

1II. Initial ceiling price and rate of escalation

A. The initisl new gas ceiling price (on April 20,
1977) would be §1,75/mmBru’s:

B. The initial cauuq
) rate equal to the co

ce escalates &t an annual
umer price index (eatablished

index not experimental ones}; (1) plus: -3.5% from
April 20, 1977 to April 20, i981 and {2) plus
4.08 from April 21, 1981 to Decenbet 31, 1984.

. the ceilin ice applies to all new gas delivered
¢ nt.l given‘tf;a regardless of the date of contract
{i.e., no vintaging}.

D. The new gas ceiling price would be adjusted (but

not compounded

¥ a .

1}

2)

N

} monthly.

Definition of new gas
A.“ Onshore (all but Outer Continentzl Shelf)

Gas from a now well, the surface location of
which is 2.5 miles or more from the surface
location of an old vel.l., or the eampletion
location of which is 1000 feet or more deeper
‘than tha completion location of any old well
within 2,5 miles; or

ced from a new well in & reservoir
d ob or after April 20, 1977; or

Gas produced from a reservoir from which no

gas was produced in commercial quantities

(not' including quantities used to test A well

ar' for' field uses) prior to April 20, 1977:
Provided, however, that this shall not include
qas od from & reservoir that was previcusly
penetrated by a well othér than & new well

{a) !rm whieh oil or natural gas has been
or is being produced in commercial
quantities; and

(b) such gas could have been produced in
©  commexcial quantities from that well,
Provided further, that any natural g
¥rom such reservoir and sold in inte t
commerce prior to ‘the date of ‘enactment of
this Act pursuant to the Emergency Natural

Gas Act of 1977, or the emergency purchase
alithority of FPC Opinion 699-B (60 day sales
and rollovers of those sales), 8hall uot. be
considered, for the purpose of this provisicn,
as having been produced prior to April 20,

1977,

HOUSE PROPOSAL MADE "TO CONFERENCE COMMITTEE ON MARCH 22, 1978

e e e Ve LOVNTTEE OB MARCH 22,1378

I11. Initial ceiling price and rate of escalation
A. Identical.
B. ubgtitute GNP deflator f6r consumer price index
and December 31, 1982 for December 31, 1984y
C. Identical.
D. ldentical.
E. Pre-dersgulstion Market Test

Commencing January 1, 1983, convert ceiling price

mchanim 0 6 month floating cap based upan céiling

grm ot rfcmbgrlui 1:;:, Plus 54, Continue floating
ap commencing July 3 based upon ceili rica of

Deceriber 31, 1982, plus 108 ik

Commencing Janvary 1, 1984. bage £ oating cap

weliglited average new contract prices dnxinq nxn & months

of 1983, flhn.él-l/n. Commencing July 1, 1984, base floating
clp on Velghted average new act prices dur: secend

6 months of 1883, plds 13-1/3 } P baid

Commencing Jenuvary 1, ‘1985, bare floating cap on wel qhtcd
avexage new contract prices duxinq Iirst 6 months of

1984, plnl 15\. .

IV. Definition of New Gas
A: Onshore (all but Cuter Continental Shelf)

{1) Gas from a new well, where a point at the surface
diréctly above the completion locetion of the new
well is 2.5 miles or more from the surface location
of an old well, or where the cumplat.ion location of
the hew well is 1000 feet or more deeper than the
cunrplutxon location of any old well within such

2.5 miles; or

(2) Gas procduced from a reservoir from which
o gas was produced in commercial quantities* (not
including quantities uged to test a well or for.
field ufes) prior to April 20, 1977:

(a) Providod, however, that this shall not. include

Gu& produced from a resarvoir if --

m the reservoir wag pe ated by a well other
than a new well pri to April 20, 1977 end
cil or natural gas has bwan Or is being
produced in commércizl quantitica from
guch well; ana

{2} nes from that =eserveir ccild Lave

been produced in commercial guantitica from
the penctrating woll.

(b} Frovided further, that ar.y natural gas produced from
such reservoir and sold in interstate commerce prior
to the date of cnactment of this Act: pursuant to the
Emergency Natural Gas hct of 1977, or the emsrgoncy
purchase authority Gf FPC Opinion 665D (60-day
salcs and rollovers of thosd sales), shall not be
considered, for the purpose of thig provision,

85 having boen produced prior to April 20, 1977.

(e} Provided further, that any natural gas produced
throogh o well othér than a new well from such
reservoir shball not qualify as new gas if suitable
facilities for the production of gas froo a
reservoir and delivery of the gas to a pipeline
were in existence on April 20, 1977.

* [note i% natucdl gis has rot hoen kol {deiivercd) from the

ir priur Lo Aoril 20, 1977, x r-buttabl:
not been prodused in com

presurption would
al quantities

be ctonr.cd th
{rom tho rese

SCHLESINGER PROPOSED. RESCLUTION
Accept the Senate price ceilings, inflation plus

3171/2% through 1981, 4\ through 1985, (except
allow 4 1/2% after 1965) . . . .

Use GNP for pzsc:a:uculation- insteed of C.P.X.. throughout

the entire propo.

- BCHLESTNEER PROPOSED RESOLUTION
Accept House technical clarification om . . .
directional darilling

UNRESOLVED. ISSUES NOT. SPECIFICALLY ADDRESSED IN SCHLESINGER PROPOSAL:

1.

2,

The House deleted IV. A. {3 as redundant.
deléted? 0T

Is it to be

Is the House footnote (with the presumption) excluded or

included?

SCHLESINGER PROPOSED RESOLUTION:

onshore

Accept House “withheld" gas exclusion from the new

gas desfinition.
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Oliter Continantal Shelf

(1) Gas produced from a new lease (leased on or
sfter April 20, 1977); or

{2) Gas produced from a reservoir discovered on
or. after July 27, 1976.

(3) U0.5.G.5, will make the determination concerning
the capability of the well to produce natural
gas in dommercial quantities in accordance
with the criteria for establigshing production
stated in OCS Order #4, Augdst 28, 1969,

Definitions C.
(1) Carnpleted: aeans a well napabilve of gas
- production in commercial

A L ined by

Tropriate state or federal
duthority having jurisdiction
over the field activities of
the producer.

T 8 well of a
reservoir capable 6f producing
natural gas in commercial
quantities. (Shall be without
regard to additional Arilling

or other devel. t peces

for dctunl commercial production.)
Applies both onshore and
offshore,

(2) Discovered:

1=

Well completed on or 3
after April 20, 1977, or waa
completed through an existing
well with a completion location
more than 1,000 feet deeper

than the 0l completion location.

{3) New ¥ell:

Wall from whach gas wap produced
in commercial quantities after
April 20, 1977,

A natural accumulation of pro~
ducible crude oil, matural

gas, or both, confined by
impermeable rock or water
barriers and charscterized by

a single natural pressure
system Or confined by lithologic
or: structural barriers which
prevent preéssure communicas

(4) 014 well:

{5) Reservoir:

tion, (Applies both onshore
and for the 0CS.) .
The State or Pederal sgency with jurisdiction over Dy
the well drilling will make the new gas determina-
tion, subject to FERC review and reversal if
finding is not supported by substantial evidence,
(1) Iaitisl FERC action to reverse must come
within 30 days after notification of new gas
determination.
(2) Final FERC acticn within 120 days after
initial action.
Gas produced from the Prushce Bay Unit ¢h the E.

Horth Slope of Alaska -and transported through the
Alaska Natural Gas Transportation System shall not
qualify as new gas.

EOUSE PROPOSAL MADE T CONFERENCE COMMITTEE ON MARCH 22, 1978

Outer Continental Sbelf

Gas produced frdm a new lease (leased on or after April
20, 1977). .

Definitions

Note:i “The House definiticn of discovered appears cn page four.

of p ng 1 gae in & ;
{Shall be without regard to additjonal drilling or
other development hecessary for actual commercial
production.)®

(1) Few Well -- Well epudfed on or after April 20, 1577,
or drilled deeper through an existing
well where the deeper Arilling
coamenced on or after April 20, 1977
and the completion location is wore than
1,00C feet deeper than the old comple-
tion locatioa.

(2) 0la Well -- Well from which
0 ich Gas was produc
commercial guantities i;tér J:gu:-:y 1,
1570 and before April 20, 1977; of
well apudded after January 1, 1973
and capadble of producing oil or natural

gas prior to April 20, 1977.

(3)  Reservoir -- A natural eccurulation of producible
crude oil, natural gas; or both,
confined by impermeable rock or
water barriers and characterizsd by
8 single natural pressure system.
(Applies both onshore and for the ocs.)

The State or Federal agency with juri€diztion over the
wcl]_. drilling will make the new 9as determination. FERC
reviews and may reverse if agency detcrmination is not
supported by substantial evidence. Judicial review
o: riRcdnction is based upon arbitrary and capricious
standazd.

(1) Imitial FERC action to revecse must come within
60 days after notificatidn of new gas determination.

(2) Final FERC action within 130 davs aftor initial
actiony

FERC Pay ressind a State's authorit: after rari i
FERC finds agency is not .imp].ementi{lé z:::ur.g hearing, it
standards consistent with Congressional intent and is
thereby permitting gas to qualify as new gas which is
not statutorily authorized. e N

Gas produced from the Prudhde Py Unit on the North Slope
of Alaska and transportcéd through the Alaska Natural Gas
Transportation System shall not qualify as new gas.

1.
2.

3.

SCHLESINGER PROPQSED RESOLUTION

Add new rescrvoirs (discovered after July,
1976) in old leasos (Senatc) to the definition
©f new gas, but do not deregulate Such 9is 8t
the time of deregulation,

arification on spud

chnical cl. X
AcCept House tocha and marker wells.

date for new wells . . .

SCHLESINGER PROPOSED RESOLUTION:

Provide 45 daye for PERC review of State new gas findings.

UNRESOLVED 1SSUBS NOT SPECIFICALLY ADDRESSED IN SCRLESINGER PROPOSAL:

Is the OCS Order #4 in the Senate proposal to be included?

.If so, its rolationship with the digcovered definition

should be resolved.

Is the Rouse provision allowing PERC to rescind a State's
authority to make the new gas determination to be
included?
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SENATE_PRO!

Special dévalopnent.incentiv'e: tor gas produced from new
onshore production wells

A. 'Aih;'e first sale price for new onshore production
wells shall be $1.75/mmBtu‘s as of April 20, 1977.

B. New production wells shall be defined as wells
compléted after April 20, 1977 in an o0ld reservoir
within 2 1/2 miles of an old well: Provided,
nowever, that ==

(1) The new well is located outaide an existing
’ proration unit fof that old reservoir into
which there was completed an old well, a
completed well, or into which a wall was

being drilled on April 20, 1977; and

(2) .The well is drilled at or beyond the next

well spacing requirement.

C. A proration unit; for purposes of this section, is
a nonexclusive term intended to describe that area
of a reservoir designatad by the State or Federal
agency, with jurisdiction over field eghtions
which will be effectively and efficiently drained
by a single well. A proration unit may also be a
drilling unit or a production unit or a unitization
agreement or sich other term designated or recognized
by the appropriate State or Federal agency to
describe that area of a reservoir which will be
effectively and efficiently drained by a single
well. In the absence of State statute or State
agency action relating to the term proration anit,
local custom or practice, such as voluntary unit
agreements shall be the basis for applying such
term. .

D. Gas producéd from the Prudhoe Bay Unit on the
North Slope of Alaska and transported through the
Alaska Natural Gas Transportation System shall not
qualify under this section.

The first sale price will escalate at an annual
rate of inflation equal to the consumer price
index (adjusted monthly).

The ceiling price applies to all gas delivered
from new production wells at a given time regard-
less of the date of contract (no vintaging) .

The State or Federal agency with jurisdiction over
the well drilling will make the new production
well determination, subject to FERC review and
Feversal if finding is not supported by substantial
evidence.

(1) Initial PERC action to reverse must come
"% within 30 days after notification of new gas
determination.

Final FERC action within 120 days after
initial action.

(2)

HOUSE_PROPOSAL MADE TO CONFERENCE COMMITTEE ON MARCH 22, 1978

Special development incentive for gas prod d from new hore

‘production wells and newly discovered. OCS reservoirs.

A. The special development incentive i ;
-t T ST 0 price shall .he $1.75/mBTU's
B. (1) New onshore production wells shall be defined as
wells spudded after April 20, 1977 into an old re:::::.::
:;::in 2-1/2 miles of an old well: Provided, however,

{a) the new well is located outside an existi
unit for that old reservoir; sting prosation

(b) the well is drilled at or beyond the next well
spacing requirement; and

(c) the compiction location from which the gas is
is greater than 5,0’00 feet deep. s produced

The defined term "proration unit" means the area, &
:%g:a:;d l;yiﬂi ;ta:‘e ox; Federal agency with jurisd;tion
er the dr ng of wells, which may b i y
Sroincd by a wels. - . y be efficiently
{2) The speclal development incentive i )]
A 8 incentive price shall appl
gas p;odufe_d :m: g‘ireuservvoir lotated on &an O'Cspers:o
ssued prior td April 20, 1977 and discdvered by a well
spudded after July 27, ’J.’§7§. covered by a vell

Discovercd — Penetration by a well of a reservoi

capable of producing natural gas in commercial quantities.
{Shall be without regard to additional drilling or other
development necessary for actual commercial production.)

C. 1Identical.

D. The fifst sale price will escalate at an annual rate of
©  inflation égaal to the GNP deflator.

E. Identical.

F. Th2 Stute ov Foderal agency with jerisdiction over the tell
d) 1ling will make tha new prédioction well determinationy
subjoct to FERC review in ‘the same Ranner as. the new gas
determinations. '

PAGE FOUR

SCHLESINGER PROPOSED RESOLUTION

Eliminate 5,000 foot exclusion in the Bouse propo
proposal {Senate). ® ¥ ool

House proposal is identical to Senate March 7 (pre-~
clarification) proposal. No indication as to House View on
Senate clarification. )

SCHLESINGER PROPOSED RESOLUTION:

Add new reservoirs (discovéred after July,
1976) in old leases (Sénate) to thé définition
of new gas, but do not deregulate such gas at
the time of deregulatien.

Accept House technjcal clarification on spud date.

SCHLESINGER PROPOSED RESOLUTION:

Use GNP for price calculations instead of C.P.I.

SCHLESINGER PROPOSED RESOLUTION:

Provide 45 days for FERC review of State néw gas findings.

UNRESOLVED ISSUES NOT SPECIFICALLY ADDRESSED IN SCHLESINGER PROPOSAL:.

1s the House provision allowing FER" to rescind a State's

authority
included?

to make the new gas determination to be
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vI. Production from a new well not qualifying as new gas or
" as a new onshore production well

A. Pirst sale oelling price of $l. 45/mmBtu's as of
April 20, 1977 (no vintaging).

B, The annual rate of escalation equal to the consumer
price index (adjusted monthly).

c. The PFederal Energy Requlatory Commiggsion may
increase the ceiling prices if justified under the
juat and reasonsble standard of the Natural Gas
Act

VII. Other production not qualifying a8 new gas or as a new
onshore production well

A. The first sale price for other interstate pro-
duction not qualifying as new gas shall be the
app:opr!.ate Federal Energy Regulatory Commission
cell.lnq in effect on April 20, 1977,

B. Any interstats gas for which a Federal Energy

shall have a fiut sale price (on April 20, 1977)
of $1,45/mmBta's (no vintaging).

c. The first sale price for uncommitted intrastate
production not. qualifying as new gas shall be
§1.45/mmBtu's (on April 20, 1978) (no vintaging).

D. The annual rate of escalation equal to the con-
sumer price index (adjusted monthly).

E. The Pedéral Energy Regulatory Commission may
increase the ceuing prices if juuiﬂed pnder the
Just and r standard of the 1l Gas
Act.,

VIII. Exclusion of State severance taxes from first sale
price

A. All first sale prices are exclusive of state
severance taxes.

B. For purposes of exclusion from the first sale
price, state severance ‘es shall be limited to
the pearcentage equivalerit: of the rate established
by 1uv a3 6f December 1, 1977.

Rollover contracts
A, Interstate

(1) celiling price of $.54/mmBtu's if the ceiling
price applicable to the gas covered by the
expiring contract is below that price.

(2) If the ceiling price applicable to the gas
covered by the explring contrdct is greater
t.hnn $. Sllmntu s, the new ceiling price is
that price.

(3) The annual rate of escalation equal to the
consumer price index (adjusted monthly).
Escalation beq;na ‘ag of April 20, 1977 (no
vintaging).

(4) The Federal Energy Regulatory Commission may
increase the celling prices if justified
ufider the just and reasonable standard of the

Natural Gas Act.

ceuing has not been established

HOUSE. PROPOSAL MADE TO CONFERENCE COMMITTEE ON_MARCH 22, 1978

vi.

VII.

vIII.

IX.

Production from & new well not qualifying as new gas or for
8pecial developmental incentive pricing.

A. Identical.
B. The annual rate of escalation equal to the GNP deflator.

C. ‘Identical

Other production not qunlitying as new gas or for special
dsvelopmental ncentiva pricing.

A. Identical.

B. Any interstate gas for which a FPederal Energy Regulatory
Commission ceiling has not been eatahliuhed (:.n:luding
North Slope Alaskan gas) shall have a ‘tirst sale price
lon April 20, 1877} of $1.45/mmBtu‘s. (no vintaging)

C. 1Identical:

D. The annual rate of escalation equal to the GNP deflator.

E. JIdentical. .

Zxclusion of state severance taxes from first séle price
A. Identical.

B, Ideacical

Rollover contracts
A. Ihterstate
{1) Identical.
(2) 1Identical:
(3) The annual rite of escalation equal to the
GNP deflator. Escalation begins as of
April 20, 1977. (no vintaging)

{4) 1denticdl.

PAGE FIVE

‘SCELESINGER PROPOSED RESOLUTION:

Use GNP for price calculations instead of C.p.I.

SCALESINGER PROPOSED RESQLUTION:
Use GNP for price calculations ingtead of C.P.I.

SCHLESINGER PROPOSED. RESOLUTION:

Use GNP for price calculaticns instead of C.P.I.
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Intrastate

(1) Ceiling price of $1.00/mmBtu’s if the ceiling
price applicable to the gas covered by the
expiring contract is below thst price except
that gas produced from state owned lands
{including lands owned by local government
units) may receive the new gas price.

{2) 1If the ceiling price applicable to the gas
covered by the axpl.:l.nq contract is greater
than $1,00/mmBtu’s, the new ceiling price is
that price except that gas produced from
etate owned 'lands {(including lands. owned by
local government units) may receive the new
gas price, No intrastate contracts would be
rolled back.

(3) The annual :atc of cscalation ajual ig the
consumer price index (adjusted monthly):

1978

HOUSE . PROPOSAL MADE TO CONFERENCE COMMITTEE ON MARCH 'ZZE 1978

Intrastate

1)

(2)

(3)

Ceiling price of $l. DO/mB:u s if the ceiling (contract})
price applicable to the gas covered by the ex-

piring contract is below that price except that

State royalty share of gas produced from State

owned lands (including lands owned by local gov—
ernment units) and state owned pz_‘oduction from

such lands may receive ‘the new gas price.

1f the ceiling(contract)price -pp.ucahle to ‘the gas covere:l
by the expiring contract is greater tl $1.00

Btu's;, the new ceiling price is that
that State royalty share of gas produced from State
owned lands (including lands owned by local govern=
ment units) and State ovned production from such
lands may receive the new gas price. No intrastate
contracté would be rolléd back:

fThe anpual rate of escalation equal to

Escslstion begins as of April 20, 1977 {no deflator. Escalation begins as of Aptu 20 1977.
vintaging). (no vintaging)
(4) The Federal Energy Regulatory Commission may (4) 1dentical.

increase the ceiling prices if justified
under the just and reascnable standard of the
Natural Gas Act.

X.

Allocation Authority

PAGE SIX

SCHLESINGER PROPOSED mzsom:'am.

Limit the eligibility for the new gas price for intrastate
rollovers on state lands to the gas associated with State
production, i.,e., state royalty gas.

SCELESINGER . PROPOSED RESOLUTION:

Use GNP for price calculations instead of C.P.I.

CONFERFES' PROPOSED RESOLUTION (FROM WEERK OF APRIL &, 197B::

x. Allocation Authority A. Emergency . X, ‘Allocation Authority
" ) - A. Eme
LI W Exergency (1) In cages of emsrgency, the President shall have rgency
awthority to order allocation of xnursuu gas 1 Allocation to a pipeline would occur only
(1) Allocation to a pipeline would occnr only among or bemcn Lnterltate Ppipelines. i after that pipe].gn: had curtailed all ].cny,
after that pipeline had cux'uned ‘all low R priority sales. T
priority sales. (2) In cases of emergency, the President shall have -
authority to order allocation of gas freed from. (2) In cases of emergency, the President shall
(2} 1n cases of emsrgency, the President ghall boilers (pursuant to the Glenn amendment to the have authority to order allocation of gas
have authority to order allocation of gas Public Utility Energy Policies Act) without freed from boilérs (pursuant to the Glenn
freed from boilers (pursuant to the Glenn affecting the éxempt status, undar the Natural amendment to the Public Utility Energy Policies
_amendment to the Public Utility Energy Policies Gas Act, of any party to the transaction. Act) without affecting the exempt status,
Act) without affecting the exempt status, under the Naturnl Gas Act, of any party to
under the Natural Gas Act, of any P“tY to {3) Allocation to an interstate pipeline may be made only after the transaction:
the transaction. that pipeline had terminated .all industrial ser-
viee (not including ansenc;al gas supplies for plant (3} If at the conclusion of the above and if
(3) If at the conclusion of the above and if protection). notified by a Governor that furthér measures
notified by a Governor that further measures under state suthority are insufficient to
under state authority are insufficient to ; protect high priofity users as definéd in
protect high priority users as défined in (4) The emergency allocation authority would be ENGA, the President may require the sale of
ENGA, the President may require the sale of pe:mnsnt. It woild reguire a Presidential gas by any lew priority user served by an
gas by any low priority user (any user other declaration of a patural gas emergency as de- interstate. pipeline (any ue,-—a:.—tg—o oT an - a
than a high priofity user) (compensation was fined in the Emergency Natural Gas Act (which Wﬁu—” PETIOrity uBer) (compensation was was
:::)mv!-d in the Emergency Natural Gas hae expired).* . provided in the Emergency Natural Gas Act).
) +(5) 'The President would have authority to order
(a) ﬂ;’ P";“’"; lhnli.b::zuire :nucnt::nby allocation to higher priority uiera s&fvéd by (4) The emergency allocation authority would be
of gas from low pr. Yy users servi
it recion Etfaas faok iow pribtiey (a) & piphlioa, o Sectarsvion of & natural ges emergmncy ss
a n "
users served by intraetate pipelines. {b) local distribution company ?::;gdh:: 3;‘23295‘3 Natural Gas Act
(4) The ‘emergency allocation authority would be if the pipeline or distribution company is not
permanent, It woild réquire a Presidential serving low priority users and needs addirional (5) :ﬁo:::;:“; "_°“J'd have authority to '"d“
geclaration of a natural gas emergency as natural gas supplies to continue sérving high Aiecation
defined in the Emergency Natural Gas Act priority users. (a) direct hi iorit: or
(which has expired)?. oh priority users,
(5) The Prepidest wla have sutnority to order : ) loced atacribusion, compantes whe sr not
ocat. to == addjtional natural gas supplies to
(a) direct high priority users, or continue serving high priority users.
{b) local distribution companies who are not {6) E“: emergency declaration shall be limited .
serving low priority users and who need to 120 days.. May have successive emargency
additional natiral gas supplies to declarations.
h pri .
contifue gerving high priority usezs B. The Federal Energy Regulatory Commission shall
st and 8 t 8 report to congress
; . January I, 1973. whether allocation of .n*di:ienal
The Emergency Natural Gas Act as such would not be * Identical. —L'_i_r—l——__xntrnsta:e as 15 Like to De necessary to meet
extended, The voluntary sales authority contained in human needs (as defined in the Emergency NAtura
the Act would be included in the final ‘natural gas bill Gas Act) in times of & natural gas Bu;
becatise authority for such sales is contained in both emergency . N s

the Senate and House versions of the bill.
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{6) Each emergency declaration shall be limited Identical.
to 120 days. May have successive emergency
declarations.
Non=-price regulation - XI. Non-price regulation ww&
A. _ FERC would have authority to specify duration of A. FERC would have authority to specify duration of conr :;rx;n;t ZERC iggi{ingigl;\ of contract duration up
contracts (not to exceed 15 years or life of ©  tfacts (not to exceed 15 years or life of reéservoir, years or life of reservoir, .
reservoir whichever is shorter) for purchases by whichever is shorter) for purchases by pipelines (both
pipelines (both interstate and intrastate). interstate and intrastate). With respect to new contracts,
R . X and consistent with the ceiling price authorities set
B.. FERC would be directed to implement the following: forth in the legislation, FERC would have authdrity to
R i 1imit or prohibit price redetermination, renegotiatidn - L
(1) Require OCS contracts to be for a minimum 15- or othet price reopener clauses as 2 neé_ess_ary adjunct of UNRESOLVED 1SSUES NOT SPECIFICALLY .ADDRESSED IN .SCHLESINGER PROPOSAL:
year term. jts authority to regulate contract duration. 1. sh:l-l FERC have aqt_hbgig‘y to limit the operation of price
(2) Provide for a right-of-first-refical nn { i . ings redetermination, reénegotiation, Or other priceé recpeéner
interstate xollo_\g{ers. = B. FERC would be directed to implemént the following: clauses as proposed by the Housé? F &
; g . . 1) 1dentical. ' 2. shall all ancillary agreements be requi
(3) Require all new contracts tor gas salés to be 1) y_agreements be required to be filed with FERC
f&:d with FERC. oo g along with new contracts as proposed by the House?
(2) 1dentical. 3. Shall FERC have authority to prevent circumvention of price

rules and to prescribe general interpretive and definitional

. . rules as proposed by the House?

{3) Require all new contracts for gas sales (as well as
ancillary agreements) to be filed with FERC.

C. FERC would have authority to prevent cireuivention of
price rules.

D. FERC would have authority to orescribe aeneral interpre=
tive and.definitive rules.

E. Natural gas producers would be reguired to operate their SCHLESINGE] .
natural gas producing properties as "prudent operators®, 2CELESINGER PROPOSED RESOLUTION
a test which encompasses the obligations: . Do not include the prudent operator standard

‘o " with ; ;
(1) To develop the properties consistent with the performaz:: th regard to producer regulations.

requirements of lcase agrecments with mineral owners;

(2) All rules and regulitions of any Federal, State
or local government having jurisdiction; and
a (3) The standard of vhat a reasonably prudent operator
would do with respect ot the drilling, completion,
workover, recompletion or abandonment of wells:

Enforcement of this reguirement would be exclusively by
the State . regulatory agency which regulates production.
Federal financial assistance would be authorized to aid
States in impleméntatioh of FERC-approved State enforce-

ment plans. . .

cost gas XII. High cost gas . SCHLESINGER  PROPOSED RESOLUTION:

§°11»°"vi»23,c§‘§°9°ri::eg;.high cost gas would be A. Following categories 6f high cost gas would be dereculates - Include wells below 15,000 feet in the high cost
eregulated iomed : immedintely if thé gas is purchased by the user from the prodecer category (Senate).

Devonian shale; (1) Devonian shale; Impose a ceiling price of $3.50 per mcf plus inflation
Occluded gas from coal seams; . on all categories except geopressurized methane.

New wells drilled to a depth greater than (2) Occluded gas from coal seams; Deregulate on day of deregulation.

15,000 feet; and .

Geopressurized brine. (3) Geopressurized brine. Decontiol geopressurized methane (Senate) .

B. The following categories of high cost gas would receive &
cciling price equal to Btu equivalence with imported

fuel 0il plus 10% promium in the caso of all Othér sals NOTE: The $3.50 cap would be applied to all high cost S

::ée:‘,l e:cept g:opxés’aﬁxized methane, without regard to
) N . rchases the gae. Geopressurized methane would not
(1) Dévonian shale; be required to be sold Qirectly to an end-user as a
condition to deregulation..

{2) Qcecluded gas from coal scams; and

{3) Geéopressurized brine.
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In addition, -authorize FERC 'to establish reasonable
P s to encourage investhent in develop-
‘gas (including but not limited
to gas produced from wells in more than 500 feet
of water, gas from tight formations with little
permeability). :

Inclide report language that would clearly explain
that this authority is intended to be applied in
advance of drilling activity, in oxdar to create
Price incentives, is not cost-based in nature, &nd
does not require cost juatification.

1f there are special credits for high cost natural
gas production in a final -energy tax bill, the
producer may chdose whether to take advantage of
the high cost gas price or the special tex credits.
Choice must be made prior to drilling.

XIII. Stripper walls

Bstablish a first sale price of $2.09 for gas pro-
diiced from stripper wells.

Stripper wells shall be defined as non-associsted
gas wells producing up to 60 mef per day.

This provision shall not apply to natural gas
liquids.

The annual rate of escalation would be the same as
provided for new gas (5ee III.B.) but shall
continue in effect after Dacamber 31, 1984 at 4%,
mless the well qualifies for defegulaticn (in
Section I.).

XIV. Incremental Pricing

A,

Within 18 months after the date ocf: ann:ma:t the
YERC 11 develop and submit to Congress for
ra\i‘iu;l."a:\'-p x:ulnpprov.tdx.nq for inecremental pricing
of natural gas.

One rule shall provide that major fuel burning
w installations (as QQ:ILL;ed in the co:;ecox:;)er-
sion bill includin ex: ions re.
o iay B iicreatad prices of nigh cost
supplies as defined in this aection until the
cost to such low priority users equals the
reascnable price of substitute fiel

2) The second rule shall provide that Sther low
@ priority users shall alsc be included in the
category Of users vho pay the increased

prices of high coet supplies as provided in

(1) above. FPERC will not be required to

submit this second rule if, by a majority
vote of the Canmission, the rule is determined
to be contrary to the public interest. Such
determinetion shill be transmitted to Cong

'
for the inaticn

ed by the

xIII.

A

HOUSE PROPOSAL MADE. TO CONFERENCE COMMITTEE ON MARCH 22, 1978

In addition, direct FERC to establish reasonable price
incentives to encourage investment in development.df
high-cost gas {including but not limited to gas produced
f£rom wells in morc than 500 feet of wiater, gas frem
tight formations with:-little permeability and gas from
new wells drilled to a depth greater tham 15,000 feet).

Identical.
1.
1f there are special credits for high-cost natural gas

production in an energy-tax bill, the category may
not qgualify for special price treatmént.

Stripper Wells

Stripper wells shall be defined as nan-associated
gas wells producing up to 60 Mcf/day during calendar
year 1977. :

Identical.

The annual rate of escalation would be the GNP
aeflator.

" Instruet FERC to provide a rule wvhereby wells pro-
ducing above 60 Mcf/day in 1977 may qualify as
strippers. Also instruct PERC to provide
mechanism for such future stripper wells to retain
atrip] Bstatus if the produter uses recognized

i

' ” enhancement technigues and ‘fon

XIV. Incremental Pricing

incremen

A. (1) Require FPERC to develop, within one year, a rule for
of industrial boiler fuel gas supplied by

up to the cost of pubstitute fuel oil. There
ional review of this PERC rule.

This requirement would apply at botk the wholesale (pipeline)

and retail {local dist¥ibution company) levels.

{2) Authorize FERC to delcgate enforcement of .this requirement

to. Stete reguldtory agénciés in the case of implementation by
local distribution companies or pipelines. not subject o FERC
Jurisdiction, '

N Authorize FERC to exempt from this requirement any

pipeliné wnot subject to regulation under the Natural Gas Act
which also has no customers other than industrial users end
electric utilities.

B. (1) In addition, within 1 year require FERC to develop a

g\ﬂ.e or statement of policy for incremental pricing of
increased costs of hatural gas acquired by interstate pipe-
lines to other low priority industrial users of natural gas.

(2)_ This incremental pricing rule or statement of policy

must be submitted to the Congresc for review. Either House

may disspprove the rule or statement of policy (in which event
it may not be impléménted) 'by passing a resolution of disapproval
within 60 legislative days of its gubmission. T

C..{)) Each FERC rule ‘and statenent of policy shall provide that

low priority users pay the increaced costs of natural cas until
the prices paid by low priority users egual the réasonable cost

of substititc fuel oil de: .
The increased costs of natural ean to be incrementally pri

ned hy FRPC on a regjional basis.
d

inZlude the increased costs of natural gas, Fesvlting from this
legislation, Costs of SHG, an) costs ©Ff LIG imports. :

pipcline are
oil, further
all customess of the pipeline. Leawe determina
handling of furthér cost imcreases at local d
level to State P.ULC 2

{2) provide that after all incremcatally priced uscrs on a
g the Btu cayivalent erice of substituce fucl
reases in the average cost of gas are borno by

y ‘rogarding
stion cu
1 arobl.emi.

- 20 ag ro avoid lowd shi

PAGE EIGHT

UNRESOLVED ISSUES NOT SPECIFICALLY ADDRESSED IN SCHLESINGER PROPOSAL:

1f special tax credits are allowsd, does the high cost
gas not qualify for high comt price treatment &s’
proposed by the Rouse, cr may the produce choose the
tax credit or the high cost price treatment pridr to
drilling as proposed by the Senate?

SCHLESINGER PROPOSED RESOLUTION: -
Accept the Semate price of $2.09 per mcf plus the
3 1/2 percent and 4 percent escalator.

Accept House definitional standards for stripper
status.

Ose GNP for price cAlculaticns instead of C.P.I:

SCHLESINGER PROPOSED RESOLUTION:

Incrementally Price in the interstate market

a. New
b. Intrastate rollovers over $1.00
€. Speelal Incentive Gas )

only to the extent those prices exceed §1.48 per
mcf plus inflation (the last just and reasonable
cost based price). )

ilncrementally price high cost gas only to the extent
it exceeds the average price of foreign substitutes

Adopt the 300 mcf per day exempticn for FERC
Incremental Pricing Rule Number 1 applicable to
industrial boilér fuel users. .

Pass the pricé above 1.48 per mcf plus inflation

On .as a per mcf surcharge to distribution company's
based 6n the number of mcf's delivered in an earlier
period by such distribition companiés to industrial
end users whose price is below the BTU equivalent of
substitute fuels. This avoids mandating federa
interference in State ratemaking procecdings and
;ea:es pricing above the BTU equivalency to ‘the
tates,

STAFF NOTES:

1. Under the House proposal, the portion of any pipeline's or local
distribution ‘s average cost of gas which exceeds that
pipeline’s or distribution company's historical average
cost of gas, adjusted by inflation, is incrementally priced.
This mechanism does not look to specific categories of gas
but rather on i 2 in the cost of gas.

2. Under the Schlesinger proposal, the intention is to require
the flow~thTough of sny Buéh incremental pricing surcharges
to the covered industrial end-users served by distribution
companies:
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.

(a) The FERC shall determine whether the
rule shall be applicable at both the
vholesale (plpeluxe) and retail (local
distribution company) lévels or merely
at the wholesale level.

(b) The price of substitite fuels shall be
determined on. a regional basis and shall
not take into account the intrinsic
value of natural gas used for process or
feedstock purposes;

The tarm “otber low priority users” shall be
defined as all users except residential (including
both ungla and multipie family dwellings with
individial meters) and small commercial users
(those using less than 50 mcf in a commercial
establishment on a peak day).

The term "high most supplies” shall be defined as
follows:

(1) “New" natural 9as (ander Section IV) shall be
included.

{2) Rew LNG imports shall be included if the
import price exceeds the new natural gas
price (ING imports for which nubnnntlnl
financial or binding contractial commitdents
have been made and those already approved by
the FPC or DOE shall be excluded).

(3) Hatural gas imports that exceed the new
natural gas ceiling price and are in excass
of curremt volumes.

FERC may propose to make deletions from "other low
‘Priority users® and/or additions to “high cost
supplies® at any time by submitting a recommendation
to Congress for review.

The rule gubmitted to Congress shall include an
evaluation of the following:

(1) ‘The effect of the proposed rule on prices
paid for natural gas by residential and small
commercial users.

(2) The effect of the proposed rule on prices
paid for natural gas by laige industrial
Prodess, and feedstdck users.

(3) The effect of the proposed rule on prices
paid by users of electricity generated by

natural gas.

(4) -The views of the FERC as to whether the pro-.
posed rule should be approved or disapproved
by the Congress.

Bither House of Congress may veto the FERC s
proposal.

) (1) A 60-day pericd shall be provided for review

of the initial incremental pricing plan.

(2) Proposed changes shall be gubject to a 30 day
review,

(3) Expedited procedures will be provided to
assure a floor vote on the snue.

FERC retains existing dilcreti.onnry authority for
incremental pricing. However, that shall not

- apply to natural gas pwduced from the PrudhGe Bay

ported through the Alaska Natural
Gas ‘rrmporutiun Systenm which ‘ahall be rolled
in.

Incremental pricing shall not apply to natural gas
sold to other low priority users under a contract
in effect on January 1, 197B.

HOUSE . PROPOSAL MADE. TO CONFERENCE COMMITTEE. ON MARCH 22, 1978

D. A FERC statement of policy would be inmplemented by
xntorqtaLe pxr&.lxnes through their tariff filings wirich
would be reviewsd by FIRC. for compliance with the statement
of policy on a case<by-cage basis.

E. High priority users are residential and small comrercial
(those using less than 50 Mcf on a peak day) users. Low
priority users are all other users.

P. (1) FERC may propose to reclassify :ategur!.es of lov priority

users ac high priotity lsers. FPERC must submit any PXoposal

PAGE NINE

to reclassify users as & separate Energy Action subject to JO-d.y

Congressional review (one House veto). ~

(2) PERC mdy submit
any exemption for the Alaskan 1l Gas ion Sy
either rule or statement of policy as separate znergy Actions
subject to 30-day Congressional review (one Houge veto).

G. The rule submitted to Congress shall include an evaluation
of the touwmg-

(1) The effect of the prcposed rule on prices paid for
natural gas by residentul and smell commercial
users.

(2) The effect of the proposed rule on prices paid for
. natursl gas by 1nrge industrial proczss, and feed-
Btock users; . B

(3) The ¢ffect ‘'of the proposed rule on prices paid
by users of electricity generated by natural gas.

H. PE3RC retzins cxistiag authority under the Zatural Gas Act.

to, or ptions from (including

SCHLESINGER PROPOSED RESOLUTION:

Ro Congressional review of FERC Rule Number 1
{House) ,

Retain one House veto as specifiéd in both
propasals for Rule Number 2

SCHLESINGER PROPOSED RESOLlﬁ'ION:

Reguire rolled-in pricing for the Prudhoe Bay oil pocl gas
(5enaté) .

UNRESOLVED ISSUES NOT SPECIFICALLY ADDRESSED IN SCHLESINGER PROPOSAL:

fiow long shall FERC havé to develop the incremental pricing rules?
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Special contract for certain intrastate gas purchases*

Authorize FERC to allow intrastate pipelines to assign

to interatate pipelines and distribution companies the
right to redeive surplus (as determined by an appropriate
State agency) natural gas that is subject to a price
ceiling under this Aet without affecting the exempt
ltatun. ufider the Natural Gas Act, of any party to the
transaction.

XVI. Effect on state laws

A. Nothing in this Act shall affect state laws which
prescribe a price ceiling for sales of gas in
intrastate commerce lower than the ceilznq pres-
cribed under this Act.

shall be used solely “for the purpose of quallfyxng
for new gas price. It shall not affect staté laws
for any other purpose.

XVII. Existing Intrastate Contracts

Intrastate contracts in existence on the day of enact~
ment of this Act shall be sanctified, provided that:

(1} if the contract price is above the new natural
gas ceiling price on the date of enactment of
the Act, the contract price may escalate with
the CPI until such pr;ce equals the ceiling
pr;ce for new natural gas, at which time the
price may escalate with :he new natural gas
ceiling price, if :he ‘contract so permits;

{2) if the contract price is below the new natural
gas ceiling prigce on the date of enactment of
the Act; the contract price may escalate,
under the term 6f the contract, to the
applicable hew natural gas ceiling price, if
the contract BO permits.

This provision was originally developed to make it
possible for intrastaté pipelines to assign their con-
tracts for gas supplies that are sprplus to demand due
to seasonal market fluctuations, Some would like to
broaden the provision to authar;ze intrastate pipelines
to make sales to interstate pipelines or' to transport
gas for interstate pipel_ 28 Without beccm;ng subject
to FERC jurisdiction. A new provision is con! emplated
for the second purpose. It would authorize FERC to
allov interstate and/or 1ntrastate pipelines to transport
or sell natural gas to and from each other, and to make
a fair and equitable return on such transactions, with
no jurisdiétional consequences.

HOUSE PROPOSAL MADE TO CONFERENCE COMMITTEE ON MARCH 32, 1378

XV. Special contract for certain intrastate gas purchases

‘Identical.

XVI. Effect on state laws

Identical,

XVII. Existing Intzastate contracts

Identical.

PAGE TEN
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XVIIl. Applicability of New Ceilings XVITT Ai;pligap_i;lify of New Ceilings
All ceiling prices are applicable as of the date of ldentical.

X1x.

enactment. {Eascalator may begin on April 20, 1977 but ,
actual ne' pPrice takes effect upon enactment.)

Treatment of Costs of Gathering Compression, etc. ».X. Treatment of Costs of Gathering, Lompression, etc.

The current althority of FERC relative t. ceiling pr.ce The wellhead price will include the cost of gathering,
ad3u t8 compressing. treating, or processing aof the natural gas.
Y FERC can make total or partial exceptions for unusually
high conts.

g, liquifaction, or transportation is retained.
No l:ntutozy provision is necessary.

XX. ‘Intervention -

Intervention
Thé Department of Energy would have authority to inter- Identical
vene in state regulatory proceedings dealing with
curtailment of gas production. (Intervention would be
the same type of intervention authorized in the e ference
agreeément On the Public Dtility l-:nerqy Policies Act.)
- - - - -
Lake previous proposals, this does nét attempt to NOTE; ldentical.

address all of the issues before the Confere
There are a number of provisions which are contaihed
in both bills (e.g., effect of pzice redetermination
clauses in interstate contracu‘ that would be
retained. There are also a number of subiects
addressed in both bills (e.y., agriculture priority,
authority for intrastate pipelines to transport
interstate gas wit.haut becoming subject to Federal
jurisdiction) that would also be retained in a
compromise form.

PAGE ELEVEN

SCHLESIRGER PROPOSED RESOLUTION:

Leave current discretion in PERC (Eenate).




' EXECUTIVE OFFICE OF THE PRESIDENT

' OFFICE'OF MANAGEMENT AND BUDGET %\H //

"  WASHINGTON, D.C. 20503

TO: THE PRESIDENT
FROM: W. Bowman Cutterf{)
SUBJECT: Major Potential Congressional Increases to the

1979 Budget

I have attached a listing of the major potential congres-
sional increases to the 1979 budget. The listing identifies
potential additions to 1979 outlays of $9-1/2 to $13 bil-
lion., Although each of these additions are being given
serious consideration in the Congress, it would be mis-
leading to characterize the total as a 1likely outcome of
congressional action on your budget reguest.

Some of the changes identified will be reduced through nego-
tiations; others may not reach final stages in the legisla-
tive or appropriations processes. The House Budget
Committee, for example, has shown relative restraint in the
first 1979 resolution. The Committee has completed its
action on the resolution calling for a spending total of
$501.4 billion, receipts of $443.3 billion and a deficit of
$58.1 billion. The Senate Committee has not completed its
action but may not recommend appreciably larger totals.

Nevertheless, the pressures for more spending and tax
changes 1in the <Congress will make it very difficult to
reduce the deficit below the $58 to $60 billion level, For
this reason, when you issue your anti-inflation policy, we
would prefer as strong a statement as you feel you can make
about the need to hold to your proposed 1979 budget totals,
But the realities of the situation suggest that you should
be cautious in stating that you will try to reach the 1978
deficit level currently estimated at $53 billion.

Attachment




ATTACHMENT

MAJOR POTENTIAL CONGRESSIONAL CHANGES
TO THE 1979 BUDGET ~

I. Authorization Bills
- s

_Several major authorization bills are under considera‘tion in the Congress
that, if enacted and fully-funded by the Appropriations Committees, could
add $4.1 to $6.8 billion to the 1979 Budqet.

(Outlays in billions of dollars)

Name of Bill 1979 1980 1981 1982
Farm Price Supports,
January mdget‘o"“.“‘to . 4.3 3'2 1.9 2.1
Administration. . _
. Compromise.'"rs....--.-".. 0 l/ 0 2 0 l/ 0 2 Ogl/ 0o2 0.1/ 0.2

Further-:increases in - ‘
conference bill,ceeeeens 2.2/ 4.9 2,0/ 2.5 2.0/ 2.5 2,0/ 2.5

Potential Farm Price : :
Support Prodram...s.e.. 6.6/ 9.4 5.,3/5.9 4.0/ 4.6 4.2/ 4.8

The conference version of the farm bill, H.R. 6782, includes two major
prov1s1ons with considerable 1mpact on the Administration's Budget. Senator
Dole's “flexible parity" provision would allow farmers to choose from three
price support levels based on the_gercentage of acreage - set aside.

The other costly provision, originating from a bill proposed by House
Agriculture Chairman Foley and subsouently introduced in a more Tiberal form
on the Senate floor by McGovern, would increase target " loan levels and
target prices for wheat, feed grains, and cotton.

USDA has incorporated both prov1s1ons in their cost estimates of the bill
and provided a range based on varying weather and participation level
assumptions.

Highway-Transit Bill,
H.R, 11733/S. 2440..c00ees 0.4 1.1 1.4 1.6

The House version of the Administration bill prov1des substantlal increases
for mass transit, brldge replace-ment, and primary hlghway construction.
While the Senate version will probably be more responsive to budget
Testraint, our best estimate of the likely: outcome on the bill indicates
s1gn1f1cant outlay increases will result.



1977 H.R. 7700........... 0.8 ‘ 0.8 0.8 0.8

The House bill provides $800 million increase to the public service
provisions of the Act--a 40% increase to the 1979 budget request.

Work Incentives Program.
S. 2779'....'.'."'."".' 0'7 0'7 0'7 0.7

The Senate-passed WIN program authorization adds $700 million to the
_Administration's $365 million reguest. Perhaps more 51qn1f1cantly, the bill
provides authorlzatlons up to $1.5 billion beyond 1979 which is inconsistent
with the Administration's objectives to termlnate WIN by 1981 and replace it
with welfare reform initiatives,

II. Inaction on Administration
Cost Savings Legislation:
Social seCuritV.eesescoees 0.5. 1,00 l.4 1.6
Rostenkowski substitute
hospital cost contain-

ment proposal.csseccceess - 0.4 0.6 1.5 2.7
Further savinas lost if _ _ 7
hospital cost contain- _ /.
o ment legislation is not : ¢.v
enacted. cecsesenssasnces 0.4 1.4 3.1 3.3 7.4
Other cost savings pro- :Z;i//
PropoSalS.secescssesvens 0.7 1.2 1.4 1.5 ,
b
TOtaleeesesssosssananee 1.9 4.2 7.4 9.1 v

The Administration has asked the Congress to enact certain cost savings
proposals, If the Congress fails to act, our outlay estimates must be
revised accordingly. The Rostenkowski hospital cost containment plan
imposes less stringent controls.  If no cost containment leglslation is
adopted, the above total increases would result.

IITI. Appropriations Bills

The agencies have identified the following significant increases supported
in the Congress.

Forest Service.ceccescscess 0.2 0.4 0.6 0.6
Soil conservation, rural

development and agri-

culture extension pro-




QraMSs cesessssssssssssnss 0
Further "hard” local

public works projects.... 0
Interior appropriations... 0
Health programsS. sssessesss 0
Education programs..eecees 0
Veterans Health and GI

bill benefitScccecseosese 0.4 0.4 0.4 0.4
Summer Youth and Senior : ' :
Community Service Employ-

Hent Prmram.'.....on... 0.2 0.4 0.4 0.4
EPA R&D, requlation and

enforcement programs..... 0.1 0.2 0.4 0.7
Socj-al SerViceS...- EXEEXRX . ’ 0.1 0.3 0.5 0.6

Fiscal relief to states
for public assistance

COStSeeeecesnsscsvessscnses 005 . 0.6 Co - —
Special supplemental food
prmr:a-“‘s}ooo'ooo;oooooo-.-o - 0.;1' o ) Ool 0.2 0.2

-~:Supplemental~security-in-

come benefits to

territorieSeeesssessscess 0.2 0.2 0.2 0.2
Community Services pro—
QraMSeeesscssssssssscscesas 0
Defense.cessccscssscsscnss 0
Energy conservation and

breeder reactor develop~

mnt.oo-roov‘rooovc‘oooo.. 0.1 0 3 0‘. 050'6
' 3.7- 4.2 6 0- 6.5 6.7- 7.2 6,3~ 6.8

Although these items 1ndlv1dua11y pose substantial threats to the
Administrations budget reauest, the appropriations commlttees historically
have been able to hold appropriations totals under the President's budget
and, in most years, have reduced proposed outlay levels.
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"THE WHITE HOUSE

WASHINGTON

April 8, 1978

MEMORANDUM FOR: ' THE PRESIDENT

' FROM: . ' STU EIZENSTAT S-L

SUBJECT: . Comments on First Draft of Inflation
Speech

While the first'draft of the inflation speeéh incorporates
many of the suggestions which I had made, there are a few
additional points which I would like to stress:: :

1) The speech is totally lacking in a history of
inflation. It is critical to relate recent inflation to the
rapid escalation of energy prices in the 1973~1974 period,
the Russian grain deal, etc. We did not create this
inflation but inherited it. It is due, in part, to factors
over which we have little control. I have mentioned this
to Charlie Schultze and he is drafting a paragraph or two on
this. Page 7, last paragraph, would be an appropriate
point.

2) .The speech is structured in such a way that it
makes it appear the federal government is the major cause

of inflation. This faulty assumption (which implies that

if only the President acted correctly inflation would droo)
could be corrected by putting the deceleration program first
or by a much stronger paragraph than that at the top of
page 20.

3) By including several pages at the beginning on
the dollar and enerqgy, the speech is made considerably longer
and more diffuse. 1In addition, we are saying nothing new
about either problem. To the extent that this speech helps
the dollar, it is the anti-inflation portion which would
do so. By focusing the speech on inflation,  the speech would
be both shorter and more focused. ‘

4) If ydu do wish to mention the energy bill, I would
urge, on page 5, that the bracketed paragraph not be civen.
It would only invite one of two reactions -- either Congress



. would feel it was off the hook on COET or it might start a
move to take away your authority in this area. If you do
wish to go ahead with such a statement, however, the language
should be somewhat less threatening to the Congress. For
example, "I will be prepared, if economic .conditions warrant,
to take Admlnlstratlve actions on an interim basis to

limit o0il imports pending enactment of the eneray bill.

5) On pagé12,'1ine 1, the words "a-dUarter" should be
"25 percent" or "one quarter."

6) On page.S, line 1, I would delete the phrase
"political paralysis." This can be blamed on us.

7) Paces 6 and 7 deallnq with exports should elther
be modified or deleted. The major problem with our trade
balance derives from energy imports, not a lack of exports.
In addition, I believe, as I think OMB does, that the .
third paragraph on page 6 will invite both.agency and
Congressional demands for all types of export incentives and
may be counterproductlve to efforts to eliminate the
DISC and deferral provisions in the tax laws. In addition,
the second paragraph on page 6 is overly broad, particularly,
the first sentence. Last, the first full paragraph in
the middle of page 7 indicates the difficult transition
between the beginning portions of this speech dealing with
energy and the dollar and inflation. . Thus, the sentence
on page 7 "Reducing our o0il imports and expanding our
exports will prepare us to fight inflation," is a non
sequitur.

. 8)  pages 8 through 10 are somewhat obvious and
trite and add nothing to the speech -- but language.  The
second paragraph on page 8, which starts this portion of
the speech, underscores this point. Thus, it takes
more than facing these problems with seriousness to take
measures required for success. Also the last sentence of
the first paragraph on page 10 is probably inaccurate --
not everyone falls behind.

9) On line 1, page 11, I would change the words
"I will not take" to "I will resist." If our voluntary
program does not work and inflation worsens a Shermanesqgue
statement on wage and price controls may come back to haunt
us~-—-particularly when controls mean different things to
different people (Okun's tax plan was ccnsidered to be control
by some). The point which should be made here is that no one
wants controls and this voluntary plan is the best way to
avoid them. It is terribly important that this speech make
clear that the Federal government itself cannot curb inflation.
While the Federal government can help avoid inflationary
actions, only the private sector can keep inflation down.
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10) On page 12 - 13 I strongly urge you to accept
the language in the draft rather than that which had been
proposed by Secretary Blumenthal in an earlier memo, since
it is virtually impossible to reduce next year's deficit to
this year's levels and will only set up an impossible goal
we cannot come close to meeting. The language on page .
13 needs to bhe made more precise. I would suggest a sentence
to replace the last sentence of the carry-over paragraph
on page 13 to read as follows: "If necessary, I will
exercise my veto authority to assure that tax reductions,
spending, and deficits in next year's budget are in line with
my proposals.” ' '

11) ©On the bottom of page 13 you can strengthen the
call for no pay raises for some as fgllows: "All executive
appointees and members of my senior cgecretaries, etc. should
not be covermij staff will go without any pay raise this
year. Furthermore, I urge the Congréss to also forego
any pay increases this year for Federal judges and for
its members." . :

12) The last paragraph on page 15 is highly rhetorical.
At the least, instead of saying "We must find ways," we
should say, in liqght of your recent executive order,
"We are developing ways."

13) On page le6, T would add Charlie Schultze's name
to the next to the last line of the first paragraph, after
the word Chairman.

_ 14) On page 17 I would urge you to delete the first
sentence at the top of that page, since we have agreed not

" .to .submit such legislation until after the passage of our

airline dercgulation measure. Mention of this now might

establish additional roadblocks to passage of that legislation.

15) On page 18 I would suggest deleting the second
sentence in the first paragraph at the top of the page
dealing with wheat farmers, since all farmers are having
problems and this simply singles them out. While it
is - true that our announcement of administrative steps to help
farmers last week indicated we would be open to legislation
for higher target prices for wheat farmers, there is little
reason to mention that in an anti-inflation speech. Even
more important, the lanauage in the last sentence of that
paragraph is overly broad and can potentially get us in
trouble -- it would commit us to veto even a clean bill
simply raising wheat target prices, which we pledged to
accept. I suqgest replacing it with a sentence that says,
"Consequently, I will veto the legislation which recently



pasSed the conference committee since it would lead to
double-digit food prices." ’

16) On pages 18 and 19, dealing with timber, it will.
be very difficult to get this through Congress. Additional
cutting will require additional staff for the Forest Service
and thus additional budget costs, and the impact on inflation
is likely to be very small and to be felt only many
years from now.. Also, lumber accounts for one-sixth not
one-fourth of the total cost of a new house (page 18).
However, if you want to mention this, it will help with the
environmental community to state this as follows: "Therefore,
I have instructed the Departments of Adriculture and Interior,

- . together with my economic advisors and the Council on-

Environmental Quality, to report to me within €0 days on
ways of expanding production on state and private lands,  the
feasibility of expanding timber harvests from Federal lands
on a sustained-yield basis, and other federal actions to
increase lumber supplies." :

17) The last phrase at the end of the first full
paragraph on page 21 makes no sense and should be deleted.
It also could be read to be potentially coercive in what
is a voluntary program.

18) 1In the.last paragraph on page 22 there is a
statement that business lcaders have prcmised their cooperation.
I am checking with Charlie to make sure this is the case.

19) The last paragraph on page 24 is very unclear and
could be deleted. 1In any event, recognition of waste...
'in our demands for public services" is somewhat vague and a
potentially politically difficult statement.

20) I suggest on page 25 deleting "for a moment,"
- since it will take 1onoer than a momen for our voluntary
program to work.

One issue not addressed in the speech, because of your earlier
indication of OppOSltlon, involves the creation of an inflation
czar. As was indicated in the anti-inflation options memo

you reviewed before your trip, I strongly favor the creation
of such a position. We need a high-visibility official,
well-respected in the business and labor communities, to

be a continuing, public force against inflationary actions.
Such a person could work full-time Jjawboning labor and business
and making statements against inflationary actions in the
public and private sectors. 1 believe Bob Strauss is such

a person, if no one could be found outside the government.
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If he is not the person, I think the speech should at
least publicly designate Charlie Schultze, as the Chairman
of COWPS, to be your key designee in the fight on inflation.

P
i

Attached is a copy of a memorandum and a proposed insert
"from Henry: Qwen, which Henry asked me to forward to you. .
He indicated that it has been checked with Charlie Schultze
and Dick Cooperr

cc: Jim Fallwaiw



'THE WHITE HOUSE
WASHINGTON‘

April .8, 1978

MEMORANDUM FOR: . JIM FALLOWS

FROM: . - o HENRY OWEN ¥
SUBJECT:  : - Proposed Insert in Inflation Speech

1. When the President lunched recently with Prime Minister
»Callaghan; he said that he would relate steps he intended to
take on inflation and energy to the w1der international effort
that Callaghan was advocatlng.

2. Matsukawa, the Japanese Deputy Finance Minister, when I saw
him last week, also stressed his hope that the President would
indicate the relation between his anti-inflation measures and
the wider international economlc effort in which Japan would
play its part. :

3. It is in our interest to make this link for several reasons,
including the implicit pressure that it puts on the Germans and
Japanese to fulfill their part of the wider effort: higher
growth Schmidt referred, when I saw him last week, to the re-~
lation between what we. do on 1nf1at10n and energy and what they
do on growth. :

4. Proposed language is attached. I have éhecked it with Charlie
Schultze and Dick Cooper. I will check it with Mike Blumenthal
first thing Monday. : B

5. The Summit announcement mentioned in this language is a state-
ment that will be issued simultaneously in the seven capitals
concerned Monday, saying when the Summit will be held and under-
lining the need for a concerted international effort.



THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

| WASHINGTON . -
April 8, 1978

MEMORANDUM FOR THE PRESIDENT
From: Charlie SChultze°J

Subject: Inflation Speech

I have read Jim Fallows' draft and Stu's memo which
was telexed to you this afternoon. There are several
points in Stu's memo with which I disagree, and one
general point I would: like to make.

The substantive elements in the speech will not
themselves do much to reduce inflation. The whole purpose
" of the speech is to establish your own commitment to
inflation—-fighting as evidenced by your willingness to
take some politically difficult steps. This is absolutely
necessary as a prelude to getting cooperation out of the
stubborn and reluctant business and labor communities.

Any sign that the speech was "artfully" written to waffle
on the tough issues will be picked up and emphasized by
the press. The impact of the speech will be substantially
reduced. ' o ‘ : '

- 1. 1In Stu's comment 9 about wage and prlce controls he
urges that you change the words "I will not take" to
"I will resist. This will be read as a substantial

weakening of. opp051t10n and probably 1ead to ant1c1patory

wage and price increases.

2. The language on the budget,_on pages 12-13, is not
only weaker than Secretary Blumenthal's suggestion
but weaker than the CEA suggestion. I recommend that
you strike the last four lines on page 12 and the
top seven lines on page 13 of Jim's draft. 1Instead,
I suggest that you substitute: "There must be a voice
for fiscal restraint, and a willingness to make hard
choices about how to use our limited resources. I
will work closely with the Congress to make these
choices. But if necessary I will also use the full
powers of my office, including the veto authority,



6.

to assure that the expenditures in my budgct are not
exceeded and that tax reductions are held to the amounts
I have proposed. In this way,'the budget deficit will
be held at or below the limits I set forth in January."

Stu recommends (comment 14) that we delete the reference
to trucking ‘deregulation at the top of page 17. It is
already a mild statement. We do intend to proceed,

even though timing and specifics are as yet unsettled.
Everyone knows this. - Why delete it?

Stu recommends (comment 15) that you water down the
commitment on farm legislation (p. 18) from a veto of
anything which goes beyond your recommendations to
simply a veto of the Conference bill. I urge that you
keep to the language in the Fallows draft. We may well
get a bill less damaging than the Conference bill but
more generous than what we have agreed to. - Why invite
such an outcome? (I agree with Stu there is no need to
single out wheat farmers in this paragraph.) :

Stu recommends (comment 16) that you weaken the lumber
price statement by asking for a report on "ways of
expanding production on state and private lands, the
feasibility of expanding timber harvests from Federal
lands..." This is very weak. For legal reasons, you

do have to avoid ordering the Secretaries, in the speech,
to adopt a program of .timber expansion. But the
language in the Fallows draft is 0.K. The immediate
impact of whatever we do will be small, and there _
will be difficulties. But inflation will be with us for
a long time, and we must begin on lumber now. Secretary
Andrus alsco feels strongly that there are steps we

can take to accomplish timber expansion objectives.
Finally, in 1977, lumber, millwork and flooring
accounted for 34 percent of the cost of a new single
family home (excluding land costs). Stu's estimate
apparently applies (a) to lumber only, (b} includes
multi-family units, and (c) is an average from the
1960s. '

The last line on: page 21 should read "developmants
in specific private markets..."



